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Since its inception, MegaChips has adhered to a three-part policy: growing through Innovation;
forming mutually beneficial relationships with customers rooted in Trust;
and contributing to society through Creation.
Based on this thinking, MegaChips was incorporated in 1990 as Japan's only
reserch-driven,fabless high-tech company.

Based on our core technology of image, voice and communication processing, by integrating
our knowledge of systems and LSIs we have developed innovative system LSls and
system products to offer solutions that meet customers' needs.

This is because MegaChips has achieved rapid growth.

In the twenty-first century, every imaginable type of equipment will be connected to networks,
heralding an era in which ‘rich media’ information (text, voice, music, still and moving images,
and other types of data) will be freely sent and received over high-speed networks.

To capitalize on the changes ushered in by this new era, we will continue to
integrate technologies and knowledges that have been culivatetd to date into our products.
Our efforts focus innovative system LSIs and system products essential to a networked society.
MegaChips group is working toward a rich communications society.
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MegaChips Corporation
‘Miluons?yen . Ugrliomsand(i‘o: )\ d 'i. C |'d i. d
except for per share amounts .S dollars {Nate’ .,
\, anga iIfs Lonsoliagare
1998 1999 2000 2001 2002 2002 . .
{non-consolidated)  {non-consolidated) {consalidated) (consa!idated) { ) (consokcated} " S U bS l d l G rleS
WMNet sales ¥ 25,691 ¥ 30,897 ¥ 37,738 ¥ 53,851 ¥ 36,899 $ 276,912
MCost of sales 22,970 27,794 33,413 47,226 30,164 226,374
B Operating income 1,280 1,885 2,114 3,306 2,844 21,343
ENet income 511 849 1,283 1,866 1,647 12,363
WTotal assets ¥ 13171 ¥ 18,485 ¥ 21,324 ¥ 21,639 ¥ 20,713 $ 155,444
W Shareholders' equity 1,841 8,524 13,525 14,625 16,053 120,474
yen U.S.dollars
{Note}
ENetincome —basic ¥ 66.54 ¥ 7672 ¥ 54.61 ¥ 75.87 ¥ 67.02 $ 05
M Sharehoiders’ equity 182.45 562.93 548.45 595.04 653.14 4.9
o . 10,089,840 11,589,840 24,661,017 24,661,017 24,661,017 24,661,017 y,/"(

,/
For the five years ended March 31 /

Note:The U.S. dollar amounts are provided solely for the convenience of the readers at the rate of ¥133.25 US$ 1, /
the rate prevailing on March 31,2002,
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Letter to Shareholders

The Japanese economy was very sluggish during the fiscal year ended March 31, 2002,
owing to a sharp drop in corporate profits that was pegged to the worldwide slump in the IT industry.
Higher unemployment rates, a decline in consumer spending, and o listless

stock market also contributed to the lackluster state of the economy.

Against this backdrop, MegaChips recorded its first yearto-year decline in sales and
net income since its founding.
The sales decline was largely attributable to model changeovers in game products
that incorporated our customer-specific LSls (ASICs).

However, fiscal 2002 was a year of significant achievement in establishing a solid
foundation for future growth, as we successfully completed the development of
next-generation products and expanded our customer base.

Our management resources have been concentrated in developing new products for wire and
wireless broadband networks (xDSL, cable, FTTH, 3G mobile, wireless LAN, satellite /terrestrial broadcasting],
an emerging communication business area that is poised for rapid growth.

These efforts yielded concrete results in fiscal 2002: development was completed on image and voice
processing LSls for 3G cellular phones, and these (Sls were successfully marketed to
major Japanese and overseas cellular phone makers; mass production began of image-processing
LSls for digital still comeras and digital televisions; shipments began on o
small network camera featuring MPEG4 format for use in the personal communications arena; and

new teleconferencing systems for effective business communication were infroduced.

MegaChips is committed to developing new opporiunities targeting broadband networks
while continuing to grow its current businesses.

We are confident that this strategy will increase revenues and profits,

thereby meeting shareholder expectations.

MegaChips Corporation | 02
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YEDDE Company Performance

MegaChips' consolidated net sales declined 31.5 percent to ¥ 36,899 million from the year-earlier period.
Operating income also fell 14 percent to ¥ 2,844 million, and net income slid 11.7 percent to ¥ 1,647 million.

Consolidated net sales for our LSI Business unit, the main pillar of our business, declined o ¥ 32,466 million,
a 32.4 percent drop from the prior year, primarily because of decreased sales of customer-specific LSls
[ASICs) for Nintendo 64, due to model changeovers in Nintendo GAMECUBE. Though the LSis for Nintendo
GAME BOY ADVANCE and GAMECURE have ramped up, those sales could not cover the sales decrease for
LSI related to Nintendo 64. In the application-specific stioandard products(ASSPs) business, new ASSPs such as
image-processing LSls for digital still cameras and LSls for image format conversion for digital televisions made
favorable contributions to overal! sales. Operating income for the LS! Business climbed 1.7 percent from the
previous year to ¥4 450 million, thanks to higher sales of more profitable ASSP products. We will expand
ASSP business to gain higher sales and profits.

Consolidated sales for the Systems Business decreased 23.7 percent from the prior year to ¥ 4,433 million.
While Commercial Systems posted net sales gains, paced by sales of new digital image recording and
fransmission systems for the security monitoring sector and intensive marketing, sales of Consumer Systems
plunged sharply. This is because OEM shipment of Internet set-top boxes (STBs| with TV-phone functions to a
e-commerce service provider completed during the previous year. In the term, we had intensive R&D
invesiments in the growing fields of communication systems for broadbond networks, and started mass
productions of new system products for both business and personal communication.Although operating losses
in the Systems Business totaled ¥ 669 million, owing 1o these R&D investments, sales of these new products

are expected fo contribute to the future growth in the Systems Business.

MegaChipe Corporation | (03 | Letter to Shareholders
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mhe MegaChips Group Strategy

The Jupanese economy is expected to remain sluggish in the short term, however, a silver lining in this gloomy
scenario could be provided by the ongoing revolution in information technology, which has been accelerated
by the rapid spread of broadband networks, improving business efficiency and keeping individuals and homes

"wired" for continuous information.

As an R&D-ariented fabless company, MegaChips plans to take advantage of this revolution, and concentrate
its management resources in selected business areas to enhance the competitiveness of its system LSIs and

systems products. Specifically, we will sirengthen our competitive edge in image, voice and communication

technologies, and focus on developing and marketing system LSls for games, mobile phones, digital still
cameras and digital television. At the same time, we will focus on developing and marketing systems products
that build on our core strength in image-processing fechnology, particularly digital image processing systems
for security monitoring opplications and "rich media communication” systems that combine image, voice, :

sound, text and other types of information for broadband networks.

In addition, we plan to capitalize on synergy effects with our consolidated subsidiary, MegaFusion, a total
solution provider of services for rich media communication, ranging from content creation and systems
integration to distribution systems. We stand ready to provide the content distribution and related services that
are expected to flourish in the broadband network age, as well as state-of-the-art system LSls and systems
producis that support the hardware for broadband communication. We will continue to develop value-added

businesses through our commitment to realizing a rich communication society.

esearch and Development

Capitalizing on its competitive edge in image, voice and communications technologies, MegaChips is focusing
on the development of system LSls and systems products for mobile communication and broadband communication

devices and appliances, the markets for which are expected to grow exponentially in the near future.

During fiscal 2002 we began ramping up production and shipment of system (Sls for digital still cameras and
digital television. The high-performance system LSls for digital still cameras pack multiple functions onto @
single chip ond have received high praise from several major camera makers who have incorporated them into
their models. The market for digital still cameras has been growing at an annual rate of 20 percent, with
worldwide annual production topping 20 million units this year. We plan to secure a leading market share in
this growing sector, and to accelerate our new product planning not only for the Japanese market but also for

other clients in Asia, where large production bases of digital still cameras will be increasingly located.

We also completed the development of image, voice and communication processing system LSls for third-generation
cellular phones, and successfully marketed them to a number of Japanese and international phone makers for
incorporation into their future models. Mass production and shipment of this series of LSls will begin in the fiscal year
ending March 31, 2003. To further meet the needs of a wide range of mobile phone and mobile information
terminal manufaciurers, we are developing low-priced, low-power consumption LSls and multitask, high-performance
LSls. We continue to expand the scope of our global LSI business by introducing advanced LS| devices featuring

high image quality, multitasking, and low-power consumption, which no other chip maker can equal.

Another highlight of fiscal 2002 was our progress in developing system LSls for digilal terrestrial television broadcasting,
which is set to begin in Japan in 2003. These LSIs will be indispensable for receiving broadeast signals. This market

should expand quickly, as digital brocdcasting increasingly displaces Japanese terrestrial television broadcasting.
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In the Systems Business, we began shipment of PC-baosed teleconferencing systems and P's Caster, a network
camera with MPEG4 functions, as part of our effort to develop business communication and personal
communication systems. This is a relatively new focus for us, as prior to fiscal 2002 we had been
concentrating primarily on commercial systems for security monitoring cpplications. We are now wrapping up
the final development stage for new systems products for market launches in fiscal 2003, including o
communication terminal that can be used simultaneously for feleconferencing and Internet connection, and

network-based presentation systems.

We are striving to increase revenues and improve profitability in the Systems Business by entering the markets
for business and personal communication applications, since the rich media communication equipment for
mixed image and voice transmissions will soon undergo a dramatic expansion in conjunction with the wider

use of broadband networks.

anagement Reform

MegaChips abolished its retirement benefits for directors and corporate auditors, as they were deemed to
have litile relation to the company's performance and returns to shareholders. This decision was part of o
management reform to implement the merit system throughout our company; we also adopted annual
compensation systems for directors and corporate auditors that are based on their contributions to the
company's operational results and financial performance. At the same time, the term for directors was

shortened from two years to one year.

In order to reinforce the functions of the board of directors and enhance auditing and governance roles, we

invited an outside director to join the board for the first time and added one more outside auditor.

nhancmg Shareholder Value

Enhancing shareholder value is an important management issue for us, and we strive to meet the expectations

of our shareholders by improving upon our performance.

In fiscal 2002, however, we recorded our first yeartoyear decline in sales and profit. Taking account of this harsh
reality, we are determined to grow businesses and improve financial perfformance by accelerating the introduction

of competitive products in growth areas such as mobile communications and broadband communications.

Although we anticipate a difficult operating environment in fiscal 2003, we are determined to spare no effort
in further enhancing shareholder value by providing value-added products and services that meet the demands
of a broadband, high-speed networked society. We thank our shareholders and other stakeholders for their

continued interest and faith in us.

Ptk RO Sgols Mt

CIMasahiro Shindo [(IShigeki Matsucka
O Chairman OPresident and Representative Director
MegaChips Corp ion | 05 | Letter to Shareholders
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Viessage
from President

MegaChips enriches your life with cur technology.

@eveloping "Kinder"” Technology for the Broadband Networked Age

The series of technological revolutions that began with the Industrial Revolution has dramatically increased the
efficiency of human activities. The technological innovations of the 2 1st century wilt affect our lives even more
dramatically than those of the Indusirial Revolution, as advances in new fields such as biotechnology, nano

technology and information technology promise to have a more direct impact on our everyday lives - and life itself.

Information technology, which is our core business domain, has been evolved by the faster performance improvement
of information processing devices such as PCs and by the development of advanced communications
networks. Rapidly growing networks now connect human activities more closely than transportation networks

once did, while facilitating their global expansion.

The development of networks has substantially improved business efficiency - indeed, it has changed the way the
world does business. Networks have transformed the conventional business framework, while giving rise to
online business by directly connecting companies in alliance (B to B}, and

linking companies directly to customers (B to C|. Networks .

also bring fremendous convenience fo individuals. —

However, the gap between those who can take -
advantage of IT and those who cannot seems /
/
digital divide, | believe that sophisticated ~ /

to have widened. In order to close this

high technology must be "kind" to
people. "Kind" not only in the sense that
high-tech tools must be user-friendly
and easily accessed by everyone, but
also in the sense that high technology
must cater to the essential needs of
human beings. For social animals like

us, communication is both a basic need
and o defining desire. And that is where
MegaChips' connection to "kind'
technology comes in. Our goal is to develop
sophisticated technology that enriches methods

of human expression and communication.

Y

P

/
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Through the use of broadband networks, we can now /;’/
create and exchange information not only in a text format |
alone but by mixing fext with video images, graphics,
voice and music. This is the essence of "rich medic
communication.” The difference between purely textual

information and rich medio is comparable to the difference

between newspapers and television. While o newspaper

report about an exciting festival would convey the experience -

secondhand, through description and photos, TV brings the \
sights, sounds and atmosphere of the festival directly into our homes. o
Rich media brings a similar immediacy to long-distance communication, enabling users to inferact as if they were all
sitting next to one other. Indeed, its mulimedia capabilities facilitate even more effective communication than facetoface

conversation. Rich media communication will enhance our ability to express ourselves, since it combines such traditional

communication methods as facetoface conversation with text mixed with graphics, sound and moving images.

Graphic images have always been o powerful communication tool. Images have long been used to supplement text
and increase the expressive dimension of traditional communication methods. We include drawings and pictures in
letters, send picture postcards and greeting cards, and create photo postcards with photos we've snapped - "low-
tech” versions of multimedia. A recent high-tech example of such mixing is the development in Japan of o cellular
phone with a built-in camera, in response to the demand triggered by the popularity of e-mailing pictures by mobile

phones. This new phone is selling briskly in Japan, demonstrating the inherent hunger for images in communications.

Regarding the global future of broadband networks, many more users will be connected as additional broadband
technologies become available. By 2004 it is estimated that there will be 90 million broadband users worldwide.
There is already competition among various network technologies, including cable, XDSLSynchronous or Asynchronous
Digital Subscriber Line), FTTH {fiber to the house), as well as 3G mabile telephone lines and wireless LAN and other
wireless technologies. By utilizing broadband networks, we will usher in an age of ubiguitous rich media

communication in the not so distant future.

A world of enriched communications is full of colors - emotional and expressive shadings that the monochrome
world of text cannot capture. MegaChips technologies and products enhance these communicative colors and

help develop a rich media sociely. Enrich your life with MegaChips.

I
MegaChips Corporation | 07 | Message from President
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Mega@hﬂps Technology Enriches Communications

Rich media communication comprises a set of processes, from input {collection) of images and sound,
editing, sending [compression and communication processing} and distributing over communication channels, to receiving

{decompression and communication processing} and viewing {downloading).

Distribution channels >

{/\\I\‘/\\ - > . \(\

ISystem LSI technology

In order to create a ubiquitous communications environment, rich media content must be processed by
various machines and tools. The basic component for such machines and the first pillar of our business is
system LS (large-scale integrated circuit) technology — also known as "systems-on-chip" {SOC) technology.
At MegaChips we have developed a highly advanced silicon chip measuring just one square centimeter,
which fits easily on one's fingertip but provides image-processing capability more powerful than a high-
performance PC. We were among the first to recognize the great potential in this area of technology, and
have been engaged in extensive research and development on image-processing technologies, including
image compression and decompression, since our company's founding. Our decade-long commitment has

yielded products and technologies that are crucial to rich media communication.

1) System LS| technology for rich media communication

One recent example is our rich media processing LSI for mobile information equipment, including the next-
generation cellular phone. This state-of-the-art system LS is capable of processing multiple tasks on @ single chip,
ranging from realtime image and voice compression and decompression, to decode digital music, overlay

display of graphics, multiple splitscreen processing, and processing for data transmission and receiving.

By integrating image-processing hardware along with generalpurpose CPU and DSP (digital signal processor] on @ single
chip, this product can offer high-speed processing, flexibility and compatibility with various communication protocels and
applications. In addition, the combination of high-speed processing and low power consumption makes it suitable for o
wide range of communication devices, from the next-generation mobile phone, which requires very low power consumption
but does not need particularly high-speed performance, to other stand-alone devices and those connected to high-speed

networks that demand high-speed processing but do not necessarily require low power consumption.

The versatility of this product enables it to provide rich media communication funciions for a variety of devices. For instance, when
the chip is installed in @ mobile phone with builtin camera, video mail and reakime moving images can be shared remotely,
facilitating longdisiance communication. By applying this chip technology nat only to mobile phones, but o PDAs and other

portable devices, car navigation systems, and IP telephones, we are committed to making rich media communication accessible,

O

O
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2) System LS| for digital camera

Digital cameras are gaining wide accepfance because they allow digita
images to be easily edited and instantaneously transmitted through

communication channels, unlike fraditional photograph using films.

With respect io rich media communication, digital cameras specifically
ufilize the function of image input and collection. As input devices such as
CCD (charge-coupled device] and CMOS {(complementary metal-oxide
semiconductor} sensors continually improve image quality by augmenting pixels
and modifying characteristics, demand will increase for a system LS| to deliver high-speed, high-quality performance.
Unless the LSl is capable of high-speed image processing, compression and decompression to handle high levels of

pixels, one may miss a photo opportunity while waiting for the processing of high-quality digital images.

MegaChips' system LS| delivers both high-speed processing and versatile image-processing capabilities for digital cameras,
thanks fo its systems-on-chip technology, which infegrates o high-performance image processor with parallel processing
funciions and hardware for high-speed image compression and decompression. The chip is progremmable for optimal
image processing in accordance with manufacturers' specifications for various cameras and input devices. Using the system
LSl as a platform for developing new digital cameras, manufacturers can standardize the software and hardware
requirements for input devices with various pixel numbers and characteristics. Shortening the development process for
camera manufacturers makes possible the timely intfroduction of new digital cameras into this highly competitive

market. In the future we plan to further infegrate the system LSI with other functions of rich media communication.

3) System LSI for OFDM (orthogonal frequency division multiplexing technology) modulation standard
An OFDM modulation standard is regarded as a future mainstream technology for wireless networks. This standard
is being used for a high-speed wireless LAN network called [EEE802.11.a,' as well as for terrestial digital

television broadcasting, and is being considered for the standard for the fourth-generation mobile phone.

A sizable demand is projected for digital terrestrial broadcasting, not only for digital home TVs but for mabile
devices, because this technology enables clear image reception even while the user is in transit, thiough its superior
processing of error corractions. At MegaChips we are preparing to introduce a new sysiem LS| product in 2003 that

employs newly developed error correction algorithms and low power consumption technology for mobile devices.

The future will almost certainly see more integration of broadcasting and communications, by fwo-way communications
programs and other content delivery through data broadcasting. In light of these circumstances, we are confident that
our clients will benefit from aur core technologies in image compression, decompression and processing for rich
media communication, and that MegaChips technology will successfully distinguish our clients' products from their
competitors'. It is our belief that no matter where consumers find themselves, they will want fo use o multifunction

mobile device fo watch digital terrestrial TV, view Web content and streaming videos, and respond to messages.

Note 1
] IEEEBC2.11.a is o wireless stancard operating at highspeec lavers in the 5GHz band, which has been approved by the Insfitute of Electrical and Electronics
Engineers, Inc. (IEEE] as @ Srandard for Telecommunications and Information Exchange 3etween Systers. The IEEE is o leading cuthority in fechnical areas ronging

from compuler engineering, biemedical jechnology and telecommunications to eleciric power, aerospoce ond consumer eiectronics. J
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[JSystems products

The second pillar of our technology for rich media communication is systems products. Incorporating our system
LSI, these devices exemplify innovative new applications of system-on-chip technology. In order to develop new
markets for our LSls and present their new applications, we are constantly exploring technological possibilities
for systems products that enable rich media communication.We are emphasizing the development of systems

products for rich media communication, and offer many new applications to enrich communication.

1) MPEGA4-format network camera {P's Caster)

P's Caster has been developed for the growing use of broadband networks. Although edited selections from movies and
news reports can still be ransmifted as streaming videos over broadband networks, we believe the broadband age offers
unprecedented opportunities for network camera applications. Using MegaChips' original system LSI, P's Caster shoots and
compresses images in MPEG4 format, the most generally accepted standard in broadband networks, and directly feeds the
compressed images onfo the networks without connecting fo a PC. P's Caster also comes with compact flash cord interface,
which allows the internal cards of wireless LAN, mobile phones, or digital cordless, to be directly connected to distribute
images through various wireless communication demands. The camera sets up very easily anywhere, and can deliver

images fo a wide variely of devices, including the nextgeneration mobile phones, PDAs and PCs.

This network camera is convenient for sending information and images from fourist afiractions, sireel comners, siores, restaurants
and schools, or for monitoring places or pets, or for use as a broadcasting ool for business and personal purposes.

As 3G mobile phone use becomes prevalent, the P's Caster will find wider applications in rich media communication.

2) Business communication tools

The use of IT in business is aimed not only at improving the efficiency of core business activities within an organization and
between companies but at raising the productivity of the white-collar workforce and improving the management of
knowledge. But the ulimate objective is promoting optimal communication between people in business, to raise morale and
increase motivation towards realizing @ common goal. We are working to fully utilize broadband networks to provide tools
that boost the effectiveness of communication within and between companies. We plan to infroduce new communication

iools for business, tailored to the number of employees and the degree of interactivity required by each customer.

S
O
N

I
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mncreasﬂng Corporate Value by Using MegaChips Group Synergy

The future of MegaChips group depends upen our building a win-win relationship between companies within the
group by encouraging their close collaboration while developing the autonomy of each company based on its
business strengths. Core sirengths af MegaChips lie in its R&D capabilities in system LS| technologies and the
development of systems products. We continue to expand our business by capitalizing on our fechnological

competitive edge and the excellence of our products.

However, we know that the competitiveness of our products alone will not earn us the market leadership position to
eftectively spread the gospel of rich media communication. Users need services related to our network products, and it is

absolutely essential for us to offer services that enable users to immediately benefit from these preducts.

Qur subsidiary MegaFusion is responsible for such services solutions that enable rich media communication for
corporate users and professional service providers. Its core strengths are the technical competence to provide
solutions for these users to access easily to their customers, and the planning capability to make proposals to
potential users. The company is dedicoted to expanding its service business as o solution provider, a market thot is

expecled to expand rapidly in the age of broadband networks.

In its battle to expand its service business, MegaFusion will be armed with MegaChips's advanced systems products;
conversely, MegaFusion's services will promote sales of MegaChips' systems products. By toking advantage of
synergy effects within the group, while building on original business models, | would like to strengthen our

groupwide capabilities and raise corporate value.

Our goal is to enrich human communications, adding more shadings and greater depth to our business and personal
relationships. By focusing on the development of rich media communication technology and products and providing
userfriendly services as a total solution provider, | am confident that the MegaChips group will add brighter and

richer dimensions to human communication.

MegaFusion

Authoring Storage Distribution

Contents colfection Send / Receive

WegaChips

System products & System LS|

[V} bips Corp tion | 13 ‘ Message from President
Annual Report 2002
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The mission of the MegaChips R&D is to develop and offer system LSls and systems products

that excel in image, voice and communications technology.

Cur competitive edge and uniqueness of products derives from the most important assets in

our company — engineers with superior expertise in both systems and LSls.

This facility enables them to grasp market demands quickly and accurately, and to develop original

algorithms (data processing procedures or processing methods| and architecture

[software and hardware configurations for the algorithms| that meet customer needs.

We make aggressive investments in research and development. During the fiscal year ended
March 31, 2002, our R&D expenditures iotaled ¥ 1,601 million, comprising ¥728 million

for LSlrelated development and ¥873 million for systems-related development.

Below is o description of the major R&D activities for the fiscal year ended March 31, 2002.

ystem LSl Development

By concenfrating our management resources in R&D
activities for image, voice and communication
processing LSls, we incorporate new technologies
and innovations into system LSls — the mainstay
of our business. The focus of our development
activities lies in system LSIs for game consoles,
cellular phones, PDAs and other mobile terminals,
digital televisions, and digital still cameras. Our
goal is to expand the capabilities and applications

for these products, as well as improving their

MegaChips Corporation |
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performance with our LS| devices. During the fiscal
year under review, significant achievements were
made in both customerspecific LSls {ASICs), which
are opfimized for the functions and specifications of
a customer's particular equipment, and application-
specific standard products [ASSPs), which are
optimized for the functions and specifications
of particular types of equipment but not limited
to specific customers. The highlights of our

achievements are discussed below.

Technolagy and R&D




{ASICs: Development of system LSIs for
Nintendo games>

We have started supplying high-density and low power

consumption Custom Mask ROMs (128 Mbit] for game

software storage in the NINTENDO GAME BOY

ADVANCE. We had been supplying 32-Mbit and 64-

Mbit Custom Mask ROMs for GAME BOY ADVANCE,

and this new version offers even higher density.

We have also started supplying several system L[Sls
for the NINTENDO GAMECUBE: LSIs for the system
clocks inside the Cube; LSIs that integrate calendar
and memory functions on a single chip inside the
Cube; LSIs for datc storage memory cards; and
LSls for the interfoce module for outputting the

Cube's images onto @ TV via the D terminal.

{ASSPs?

Development of system LSls for digital still cameras We
have improved on a high-performance system L3I that
integrates the functions necessary to a digital still camera
on a single chip, and can support up to 16 miliion
pixels in o CCD [charge-coupled device). It now

features low power consumption and multifunctionality.

Development of image, voice and communications
processing LS! for 3G cellular phones (3G-324M LSI)
We recently infroduced the 3G-324M LS|, which is
compafible with the siandard for 3G cellular phones. This
is a state-ofthe-art system LS, integrating multiple date-
processing tasks on a single chip, including MPEG 4 and
H.263 moving image compression and decompression,
AMR, G723.1 and G.726 voice compression and
decomprassion, MP3 and AAC music decoding, H.225
and H.245 communications protocol, and codec funciions
for videc-ondemand (VOD) file formats. This system LSl also
features low power consumption, making it suitable for

cellular phones with image communications functions.

Development of high-performance LSIs for 3G cellular
phones We are developing a high-performance version
of the LS| device using 3G-324M LS| technology,
which will be copable of performing an even greater

numper of tasks with lower power consumption.

LSl chip sets for wireless communication using
spectrum spreading transmission methods We
have Introduced the LS| chip set, which facilitates

highly efficient communication over wireless
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netwarks that use spectrum spreading fransmission
methods in the 2.4GHz band. Consisting of two
chips, one for the RF range and the other for the
baseband range, the chip set feafures low power

consumption and superior cosl perfermance.

LSls for image format conversions for D4 digital
televisions We have successfully launched the new
version of multitask LS products, which support o
variety of image formo! conversions for digital
televisions. These improved LSls have enhanced
functions to support more types of format
conversions (5251,525P, 6251, 625P, 11251,
750P|, in addition to being compatible with both
NTSC and PAL sysiems, thus covering the Japanese,
U.S. and European markets. This series has been
incorporated not only into digital televisions

but into VCRs, DVD players and projectors.

LSIs for OFDM demodulation for digital terrestrial
television broadcasting We have developed two
kinds of LSl devices that use the OFDM [orthogonal
frequency division multiplexing technology]
modulation/demodulation standard for receiving
digital terrestrial broadcasting signals:one for the
reception of full13 segments in static digital
televisions, the other for a single segment

designated for mobile televisions.

{Basic research on LSl technology>

VOD format for 3G cellular phones We are
pursuing software research to suppori the YOD
[videc-on-demand) format used by 3G mobile
phone carriers, building on our VOD technology
that is currently incorporated into the 3G-324M LS|
devices. The new software development is focused

on supperting streaming video distribution.

De-blocking filter for MPEG4 compression/
decompression A new technology hos been
developed to reduce block distortions that occur
during the MPEG4 compression/decompression
process. This technology has been adopted by our
3G-324M LSls.

Error-resistant algorithm for image transmissions We
have implemented a new errorresistant algorithm for
image fransmissions over wireless networks for 3G

mobile phones. The algorithm, which is critical 1o




preventing exireme image deterioration during wireless

fransmissions, is already in use in our 3G-324M (Sls.

Research on an OFDM modulation/demodulation
standard for digital terrestrial television broadcasting
We have made progress in the development of an
algorithm for an OFDM (orthogonal frequency division
multiplexing technologyl modulation/ demodulation
standard for digital terrestrial television broadcasting in
Japan. The development of an advanced modulation/
demodulation method, which will be deployed in
digital televisions to receive digital terrestrial
broadcasting signals, is crucial to the next generation
of digital TVs. Algorithms have been developed
for full 13 segments for static digital televisions

and for single segment for mobile televisions.

Architecture for JPEG2000 We are conducting
research on LSI architecture for JPEG2000, which is
an advanced compression/decompression format
for JPEG, the now widely cccepted standard
for static image compression/decompression
for Internet use. We are developing JPEG 2000
architecture for application in the next-generation

digital still cameras and security monitoring products.

@evelopment of system products

Qur Systems Business division consists primarily of
Commercial Systems for business and industries, and
Consumer Systems for SOHO {Small Office /Home
Office) and home-based users. We focus on
developing Commercial Systems for the commercial
security monitoring market, and Consumer Systems
for personal rich-media communications applications
over broadband networks. In addition, our subsidiary
MegaFusion conducts research and develops
technologies for rich-media communication services,
including systems integration, authoring technology,
and content distribution technology.During the
fiscal year ended March 31, 2002, the following

major development projects were carried out.

{Commercial Systems Products)
Digital video recorders We brought to market o

series of new digital video recorders that can

MegaChips Corparation
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record confinuously for o period of up io three
months. These recorders are also capable of
recording images from a number of cameras {up fo
16 channels) for an extended period of time. This
product is ideal for security monitoring purposes in
banks and finoncial institutions, which require o
long recording period and the ability to operate
each recording camera independently. We have
also succeeded in developing a smaller, compact
version of this product series, which features
enhanced imaoge search functions and recording
capacity three times greater than our previous
models. The compact recorder is particularly
suitable as o monitoring device for installation
in small spaces. We have been developing and
marketing digital recorders that record video
images digitally on a hard disk, which are
gradually replacing analogue time-lapse video

recorders for the security monitoring market.

Digital video recorder with a new compression/
decompression format We are developing digital
video recorders for the security monitoring markets
with o new compression/decompression format. Using
our original RVC technology, we have developed
specialized LS| devices for @ new image compression
and decompression format, SRVC (Super Realtime
Video Codec], that retains high resolution and high-
quality images while increasing the rate of compression.
These LSIs will be incorporated into our future

digital video recorders and other systems products.

{Consumer Systems Products>

Rich medic communication terminals {P's Com
Terminal) We are developing new types of PC-less
communication terminals with such functions as VOD
and teleconferencing for CATV, ADSL and other
broadband networks. By simply connecting this
terminal to o television, one can experience
rich media communication that combines tele-
conferencing functions with the resources of the
Internet. This terminal can be used for o wide range
of uses in such venues os remote educational
sessions, remote medical diagnosis and consultation,
and electronic commerce. Since instructions for
operating the terminal are displayed on the
television screen, even those with no PC experience

can use the Internet and communicate by e-mail.
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MPEG4-format network cameras (P's Caster)
We have developed a small network camera
that is compatible with the standard image
compression/decompression format of the third-
generation {3G) mobile phones. The rapid expansion
of broadband networks means that the distribution
and broadcasting of moving images are no longer
the sole province of broadcasting companies and
other commercial entities. Now individuals and
SOHO users can distribute and broadcast high-
quality images and voices over broadband networks.
The compact nefwork camera is suitable for
recording and storing images and voices and
distributing them directly over broadband networks.
The camera features MPEG4 image and sound
compression functions and an internal interface for a
memory card for content storage. In addition, it
enables real-time moving picture streaming and
VOD file distribution, both of which can be viewed
by Microsoft's "Media Player’ application software.

{Other systems products)

R&D in image-distribution systems to mobile phones
We have developed a moving image distribution
system, which encbles realtime moving piciures to be
sent and viewed by mobile phones with color display
screens. This is part of a plan to include moving
picture distribution systems to mobile phones among
the MegaChips group's rich media communication
services. This system enables moving images sent from
a server to be received and reproduced by

conventional mobile phones and PHS terminals.

LS! Business

Rich media service enhancement MegaFusion, which
is responsible for rich media services, provides ifs clients
with opfimal combinations of rich media services and
identifies the media service platforms that will best cater
to their needs. lts business models and application
strategies are based upon the research and analysis it
conducts about the contents and services that are

available for distribution to target markets and customers.

Rich media communication systems MegaFusion is
doing research on technology for the delivery of moving
images and tfextual content from mobile terminals onto
3G mobile telephone and wireless "hotspot” networks.
Using this research, it defined methods of content
creation and delivery platforms, and developed o
profotype program that successfully incorporated some

of these methods intc a user-side terminal interface.

atents and intellectual
property rights

MegaChips has placed emphasis on acquiring patents,
trademarks and other rights on our intellectual property,
since our development and technological capabilities
are the core of our business. During fiscal 2002, we
acquired 60 patent rights, 5 utility model rights and 31
frademark rights, and submitted applications for an
additional 321 patents, 1 ulility model rights and 28
trademarks.  Our acquisition of intellectual property

rights is detailed in the charts below.

Systems Business

Industrial Property Rights

As of March 31, 2002

industrial Property Rights

As of March 31, 2002

] utity Model] ke JC Dosign | | “Utility Model; -, B iC Design |
FType Patents : ‘R\ghts ( Trademl,rkb: Righ!sg “ fiotall pre, ‘i Patents Rgns Trademarks . TRignts lotal)
Status Status
Acquired 57 2 1 2 624 Acguired 3 3 30 — B
Applied for 123 — — — 928 Applied for 198 1 28 - 227
[t ' g 8 0] a) %8| ol an | Al X =] =
Patents by country As of March 31, 2002 Patents by country As of March 31, 2002
. ¢ Chir utt ™ ! ! i > i Tt
Type CJapan  USA Tawan | 0 Souln U} et pre | Javan | usA ! Taiwan | SN2 Soulh s sU | e
Status : : Status
Acquired 23 28 3 - 3 - 57 Acquired - 1 1 — 1 - 3
Applied for 111 9 1 — - 2 ] 928 Applied for 189 3 - 4 1 1 988
| ol Pl W 4 =1 8 REED Tatil B A 4] 2| NEESD
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croducts

The main business divisions at MegaChips are the LS| Business and the Systems Business.

The LSI business can be divided info three areas: the design, development, and marketing of customerspecific LSls
[ASICs), optimized for the functions and specifications of a customer's particular equipment; the design,
development, and marketing of application-specific standard products {ASSPs|, oplimized for the functions and
specifications of particular types of equipment but not limited to specific customers; and the purchase and

distribution of standard LSls manufactured by our contract supplier Macronix International Co., Lid. in Taiwan.

The Systems Business consists of three areas: Commercial Systems, involving the design, development, and
marketing of systems products for the industrial and commercial security monitoring market; Consumer Systems,
involving the design, development, and markeling of systems products for SOHO [Small Office / Home Office,

home, and personal rich-media communications applications; and Other Systems provided by our
subsidiary MegaFusion, including "rich-media services' systems integration, network services from content creation

to distribution) and sales of cudio authoring systems.

MegaChips places particular emphasis on the development of ASICs, ASSPs and systems products in
its plans for future business expansion.
The increasing use of system LSIs and systems products in cudio and visual image processing and communication
should provide fertile new fields for cutting-edge ASSPs and systems producls.
In addition to expanding the market for its system LSis and systems products, the MegaChips group continues fo
develop businesses in content distribution and value-added services for broadband networks

by offering "rich-media services" provided by MegaFusion.

The features of the main products of the LS! Business and
the Systems Business are discussed below.

EANECUSE
GAME BOY Colo, MINTEMDOS?

are Trademarks ¢f Ni~vendo. SESYSTERN

™M hips Carp tion | 18
Annual Report 2002

Products




[ The LS Business ]

ustomer‘—specﬁﬂc LSls ASICs

{System LSIs for the NINTENDO GAMECUBE>

MegaChips supplies Nintendo Co., lid. with a variety of chips for the GAMECUBE:
[Sls for the system clock generators inside the GAMECUBE: LSIs for data storage memory cards;
[Sls that infegrate calendar and memory funcfions on a single chip inside the GAMECURE:

R AR

and LSls for the interface module for outputting .
the GAMECUBE's images onfo a TV via the D terminal. mj

-----

{Custam Mask ROM for the Nintendo GAMEBQOY ADVANCE>

High density, low-priced, low power consumption 32Mbit, éAN\bir ond
128Mbit Custom Mask ROMs are used for game software
storage in the GAMEBOY ADVANCE game cartridge.

g
i C HOIETOT-N
ot 8 Lo e
o
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{Custom Mask ROM for the Nintendo GAMEBQOY and GAMEBOY COLOR>
MegaChips supplies Nintendo Co., ltd. with low-priced and low power consumption
Custom Mask ROMs {8Mbit, 16Mbit, and 32Mbit] for game software i.,?,
slorage for use in the game cartridge of GAMEBOY and GAMEBOY COLOR.  § i

inws

{System LSls and Custom Mask ROM for the Nintendo 64>

MegaChips supplies Nintendo Co., Ltd. with two kinds of LSIs for the
Nintendo 64: one for the game's system clock generator, which enables high-
speed clock rate and is compatible with the data bus technology provided by
Rambus Inc. in the United States; and o second kind for precise control of the
built-in joystick, which is offered af low prices. We also supply
6AMbIt, 96Mbit, 128Mbit, and 256Mbit Custom Mask ROMs

for game software storage in the Nintendo 64 game cassette.

NINTENDO
GAMECUBE

EUITEADINER GAME BOY.COoR NINTENDO®? e T.cderans of Ninendo

@ppﬂhcatmm—spechﬂc standard products AES S P

{System LSIs for audiovisual appliances and devices>

Image format conversion for digital televisions Multitask [SI products for
format conversions not only perform o wide variety of conversions for digital
television broadcasting but feature |/P functions [interlace-to-progressive
conversions) to improve image quality and multi-window control.

These chips are supplied to home appliance manufacturers for use

in the digital television units of VCRs and set-top boxes (STBs). : #

Image format conversions for D4 digital televisions In addition to format
conversions, {/P conversions and multi-window control, this new version
of multitask LS| products features random and mutucl format conversions
and compatibility with both NTSC and PAL anclog TV signals, that are
the standards of TV broadcasting systems in Japan, U.S. and Europe.
MegaChips plans to start shipment of this series to appliance makers
for use in digital televisions, VCRs, DVD players and projectors.

Products
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{Image-processing LSls for digital still cameras>

These high-performance system LSis, which pack multiple functions onto a
single chip, support up to 16 million pixels in a wide range of CCDs [charge-
coupled devices) with various characteristics and numbers of pixels. This system
LS! features a programmable image-processing circuit, called an RPU {real-time
processing unit], which satisfies customers’ original image-processing needs. With high-
speed processing made possible by an internal image compression engine, this LS
device substantially improves the continuous shooling function for digital siill cameras, an
issue that has plagued its development. This newly developed

multifunctional system LSl is a compact single chip, ideal for

a lightweight digital still camera. The product's modest cost |8 %z'ﬁinaﬁw
. T6243001
can also help camera manufacturers lower camera prices. [SEESE

MegaChips supplies this product to a number of camera makers.

{System LSIs for communication devices)

Four-channel echo cancellers These chips provide echo reduction for PHS
mobile phone base stations and telephone switches. In addition to its
four-channel echo cancellation function, this single-chip LSI provides such
functions as DTMF tone generation and modem tone defection. These

A . 4 yessssnss
compact, low-priced LSis are used in small-scale base stations s,

3
S

LSIs for home network use These LSIs enable high-speed data communications

through the home wiring that links @ hot water heater with a controller,

or infercoms with telephone sets. With communications protocol control and error

handling control on o single chip, the LSIs enable s
egaChips
1 Mbps data transfer at low cost. MegaChips supplies G

€396
TET463843102
TAIKAN-E

these LSls to major lapanese water heater manufacturers.

Image, voice and communications processing LS| for 3G cellular phones
{3G-324M LSI} The image and voice processing 3G-324M LSI is compatible
with the standard for 3G cellular phones. This is a state-ofthe-art system LSI,
integrating multiple dato-processing tasks on a single chip, including MPEG4
and H263 moving image compression and decompression, AMR and G723 1
voice compression and decompression,MP3 and AAC music decoding, H223
and H245 communications protoco! , and codec functions for video-on-

demand (VOD| file format. in addition, this system LS| features low power

consumption, making it suitable for cellular phones, PDAs and (NN
other mobile terminals with image communications functions.
We expect to start shipment of the 3G-324M LS soon.

LS! chip sets for wireless networks using spectrum spreading transmission methods
The LS| chip set consists of two chips, one for the RF range and the other
for the baseband range, enabling highly efficient communication over
wireless networks that use spectrum spreading fransmission methods in

2.4CHz band. The chip set's low power consumption also contributes 1o superior

"

cost performance for these applications. MegaChips

mAa .
£01,29 .
Winto

plans to ship the LS| chip set to customers for a

JuEs L

MCTXDaE -
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wide range of uses in digital data home appliances. @ ] ek -
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[ The Systems Business |

ommercﬁaﬂ SYSTENS

{OpennetHDR : Compact, lightweight, PC-less AV recording servers)
The OpenneiHDR is o PC-less digital audio and video recorder and Web

server that allows realtime recording and replay, stores data in a hard disk,
and transmits digital images over networks. The system offers high-definition
images af a low price, thanks to MegoChip's proprietary image compression

and decompression format. This product is currently supplied to several major

Jopanese elevator manufacturers to record and store security camera images.

{OpennetView : Campact, lightweight moving image servers)

The OpennetView is o palm-sized server that encbles the real-time
streaming of video images over the Internet, individual intranets and other
networks. Viewing real-time images is achieved simply of any location,
jusi by connecting the system fo o network and installing plug-in software
in a PC. The system supports a switching function between multiple cameras,

as well as zooming, panning, and other camera control functions.

It is used in long-distance surveillance and monitoring applications.

{OpennetTuner: Image output device for networks>

This device outputs visual images from the Internet, intranet and other
networks onto a television monitor screen by plugging into the TV's video
input jack. It facilitates image output directly from networks, and -
complements the flow of images recorded by the OpennetHOR, a lightweight -~

PC-less digital video recorder, and distributed by OpennetView, a palm-

sized lightweight video server, both of which transmit imoges over networks.
This product is currently supplied to Jopanese clients for use in outputiing -

remote security camera images and for other monitoring purposes. <>,

{eWatch MD-100: Image transmission servers with bi-directional

voice and data communication function)>

The eWatch MD-100 conveniently transmits real-fime images over the
Internet, an intranel and other neiworks, while at the same fime encbling bi-
directional voice and dafa communications. Viewing real-time images at any
location is easy; it requires only connecting the system to a network, and
installing plug-in software in o PC. Users can converse and send and receive
data over long distances while viewing the images. The system is appropriate
for long-distance monitoring applications because it makes possible \
connecting as many as four cameras and supports switching between multiple

cameras as well as zooming, panning, and other camera conirol functions.

Our clients include several equipment manvfacturers who incorporate

the system into their fully automated loan machines and ATMs. ..~ —
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{RecWatch MR-300: Digital video recorder for network use>

This digital video recorder boasts clear, high-quality image recording,
couttesy of MegaChips' proprietary image-processing system LS| technology.
It features many functions required of digital video recorders with network
connections, including a variety of search functions to quickly clip desired
images from lengthy recorded material, as well as remote control and image
transmission confirmation functions. It also features unique motion detection
technology developed by MegaChips, which provides for the recording
function to be automatically turned on by movement in the viewing field; the
recording function turns off when motion is no longer detected. MegaChips

plans to ship the RecWaich to security and monitoring companies.

{PC-based teleconference systems>

PC-based teleconference systems allow communication over ADSL or
other broadband networks, connecting up to four different sites.
MegaChips' odoption of high-performance image/voice compression
and decompression technology makes paossible superb image and voice
quality as well as excellent synchranization of images and voice. We
supply the systems for such uses as remote business conferences,

remote educational and training sessions, and consulting work.

Clonsumer SYSTENMIS

{P's Caster: MPEG4-format network camera>

P's Caster is a small network camera that is compatible with the standard
image compression/decompression format of the third-generation {3G)
cellulor phones. It features MPEG4 image and G726 voice compression functions,
which can be reproduced in PC-based media players. P's Caster also
connects easily to networks, including mobile phone wireless networks and
broadoand networks, over which it facilitates high-quality digital image and voice
distribution. The incorporation of 3G image, voice and communication processing
capabilities into a sophisticated single-chip system LS results in @ low-priced,
lightweight camera that delivers high performance. We market P's Casters to clients who

require remote monitoring capabilities and visual information transmission.

{P's Com Terminal: Rich media communication terminal>

P's Com Terminal is a teleconference STB {set-top box) system using ADSL
or other broadband networks, and connecting as many as four different
sites. By incorporating high-performance image/voice compression and
decompression technology, MegaChips' technology makes possible
superb imoge and voice guality as well as excellent synchronization of
images and voices. We plan to ship P's Com Terminal to individuals,
professional service and SOHO customers for use in such venues as

remote meetings, remote educational sessions, and consulting work.

Products
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Review of Uperations
by Business ocegment

The performance of MegaChips' LSI Business and Systems Business segments
for the fiscal year 2002 ended March 31, 2002 is discussed below.

SH Business

The LSl business con be divided into three areas: the |G| Business

design, development, and marketing of customer- YMilions

50,000

specific LSls {(ASICs], optimized for the functions and BB 15

4,106

specifications of a customer's particular equipment; the

43322

design, development, and marketing of application- 4009

specific standard products [ASSPs), optimized for the B727 o5

) I . . . 2653 32,466
functions and specifications of particular equipment types 3715
30,000 2718 31808
but nof limited to specific customers; and the purchase ‘ 12,032 25,751
26,957 '
23668 1935
399
334

and distribution of standard LSls manutactured in Taiwan

by our contract supplier Macronix International Co., lid. 20000

In fiscal 2002, consolidated net sales for the LS!
business declined to¥32,466 million, o 32.4 10000

percent drop from the prior year. Sluggish sales for

certain ASICs and ASSPs accounted for the overall

1’\‘998 1NQQQ 2000 2001 2002

1 i i on- on- i ? i
decrease. However, operating income climbed 1.7 o oo Consoidated Consocaed Consolgted

. e e Customer-specific LSH(ASIC)
percent from the previous year to ¥4,450 million, s Apiplication-specific LSI(ASSP)

<mmmim Other LS{ASIC)

thanks to higher sales of maore profitable devices.

Net sales of customerspecific LSls (ASICs) fell 33.6
percent from the previous vear to ¥28,751 million.
Demand for both LSIs for game software storage
(Custom Mask ROMs) and custom LSIs for older game
models declined significantly. Demand was brisk for
Custom Mask ROMs and Custom LSls for new game models,

but sales were nof high enough to offset this drop.

Net sales of ASSPs also declined 9.5 percent from the
previous year fo ¥3,715 million, primarily owing to
sluggish demand for such LS| devices as multi-window
control LSls and scan conversion LSIs. However, new
products such as image-processing LS| for digital still

cameras and LSIs for image format conversion for digital

televisions made favorable

R
|
i

a

contributions to overall sales. G GE5

TENDO
GAMECUBE is Tredemark of Ninerdo

,
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ystems Business

The Systems Business consists of three arecs: Systems Business

Commercial Systems, involving the design, development, YMilions -
and marketing of systems products for the industrial and 6000 5:2‘460 l
commercial security  monitoring market:  Consumer i
Systems, involving the design, development, and 2000 :
4433
marketing of systems products for SOHO (Small 2012
_ , 4 ‘ 4,
OHice/Home Office), home, and personal rich-media 000
communicotions applications; and  Other  Systems Al s 114
. T . . . W 3,000 -
provided by our subsidiary Megafusion, including "rich- 70
) . ) ) ) i 2351
media services" [systems integration, network services from 2232
. distribui d authort 2,000 202
content-creation to distribution] and authoring systems. 1678
. ) 1181
Consolidated sales for the Systems Business decreased 1,000
23.7 percent from the prior year to ¥4,433 million. The
overall sales drop was citributable to o substantiol T TR
decline in sales for Consumer Systems, as well as lower Congitited Contongateq COMOWaied  Consoldated  Cansoldted

. Pr—1 ial Systs
sales results for Other Systems. Operating losses totaled pr—

<=z Other System

¥669 million, up 287.7 percent from the previous year.

Net sales for Commercial Systems totaled ¥2,351 million,
an increase of 5.3 percent from the previous year, reflecting
increased sales of digital image recording and transmission
systems in response to growing demand for digitalized
security monitoring images. Expanded operations and o

aggressive sales efforts also contributed to the growth in scles.

However, sales for Consumer Systems

declined 93.7 percent to ¥70 million, .

primarily because MegaChips halted @5 Caster —— — \
supply of Internet set-top boxes (STBs] 1 g 1 H }
with TV-phone functions to OEMs during KGN \
the previous year, and the full-scale \]\J | v R

TR,

EEIr I \
NP \

2 caster

introduction of new products will

not begin until the next fiscal year. ]:

|

Sales of Other Systems, including

authoring systems and "rich-medic

services,"” totaled ¥2,012 million, a

decline of 18.2 percent from o year

earlier. o
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MegaChips Corporation and its Consclidated Subsidiaries

except for per share amounts U.S dolars (Note)
1898 1899 2000 2001 2002 2002
For the five yeers ended March 31 {Non-consolidated) {Non-consofidated) (Consolidated) {Consolidated) (Consolidated} (Consolidated}
. -
[Net sales ¥ 25,691 ¥ 30,897 ¥ 37,738 ¥ 53,851 ¥ 36,899 $276,912
Customer-Specific LS| (ASIC) 21,334 26,957 31,808 43,323 28,751 215,766
Application-Specific LS| (ASSP) 399 2,032 2,653 4,107 3,715 27,879
Other LSI 1,835 727 266 615 0 o
Commercial Systems 2,023 1,181 1,678 2,232 2,351 17,646
Consumer Systems - - 1,333 1,114 70 526
Other Systems - - - 2,460 2,012 15,085
OCost of sales 22,970 27,794 33,413 47,226 30,164 226,374
OSelling, general and
administrative expenses 1,441 1,218 2,211 3,319 3,891 29,195
OOperating income 1,280 1,885 2,114 3,306 2,844 21,343
ENet income 511 849 1,283 1,866 1,647 12,363
OR&D expenses 705 530 949 1,115 1,602 12,019
LSI 403 340 564 583 729 5,467
Systems 302 190 385 562 873 6,552
, R —

OTotal assets ¥ 13,171 ¥ 18,485 ¥ 21,324 ¥ 21,639 ¥ 20,713 $ 155,444
OShareholders' equity 1,841 6,524 13,525 14,625 16,053 120,475

OEmployees 77 101 138 193 245

o

ONet income-basic ¥ 66.54 ¥ 76.72 ¥ 54.61 ¥ 75.87 ¥ 67.02 $0.50
ONet income-diluted - 74,57 - - - -
OShareholders’ equity 182.45 562.93 548.45 535.04 653.14 4.90
OCash dividends 8.00 10.00 8.00 10.00 10.00 0.08

= e—

Note:The U.S.dollar amounts are provided soiely for the convenience of the readers at the rate of ¥133.26 US$1,the rate prevailing on March 31,2002.
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Management Discussion & Analysis of Financial Condition and Result of Operations

@aﬂes

The overall Japanese economy ended the term under
review in very sluggish condition, owing to a sharp drop
in corporate profits that wos pegged to the worldwide
slump in the IT industry. Higher unemployment rates, a
decline in consumer spending, and a lisiless stock markes
also contributed 1o the lackluster state of the economy.

The harsh business climate took its toll on MegaChips sales,
which totaled ¥ 36,899 million on a  consolidated basis in
the fiscal year 2002 ended March 31, 2002, a 31.5

Net Sales(in total)
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@aﬂes by Segment

LSl Business

Sales of customer-specific LSIs {ASICs] totaled ¥ 28,751
million, @ 33.6 percent decline from the last fiscal year.
This sharp drop was attributable to the significantly
reduced demand for old gome models, which
incorporated LSls for game software storage {Custom
Mask ROMs), and for other games. Although the demand
for LSls for new game models was brisk, it was not large
enough o offsef this decline.

Sales of application-specific stoandard product LSls
[ASSPs} also declined 9.5 percent to ¥ 3,715 million
from the previous year, primarily due to sluggish demand
for such LSI devices as multi-window control LSIs and
span conversion LSls. However, new products such as
imoge-processing LS| devices for digital still cameras and
LSIs for image format conversion for digital televisions
contributed favorably to overall sales.

Thus, consolidated sales for the entire LS| Business
totaled ¥ 32,466 million, a 32.4 percent decline from

the prior year.

percent drop from the previous year. During the first ha'f
of fiscal 2002, the company's aggressive product
development and marketing strategy for LSls and systems
products took advantage of steadily climbing demand to
achieve its sales targets. However, the second half of
fiscal 2002 saw © sharp decline in the demand for LSis
and systems products, and the resultant weak sales offset

these earlier gains.
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Consclidated sales for the Commercial Systems Business climbed Systems Business
to ¥2,351 milion, a 5.3 percent increase from the prior year,

¥Millions 5,806
primarily on account of expanded sales of LSl technology for 6,000 — T
digital image recording and transmission in security monitoring ' }
applications. However, consolidated sales for the Consumer 5,000
Systems Business plunged 93.7 percent to ¥ 70 million, as L4 L
MegaChips halted supply of Internet settop boxes (STBs) with Tv- 4000
phone functions to OEMs [original equipment manufacturers) ‘ ‘
during the previous year, while full-scale introduction of . 3om [ﬁmm
3,000
new products will not begin uniil the next fiscal year. 7
‘ A : 251
Sales from the Other Systems Business, including those of 2003 YR :
‘ N . 2,000 -
authoring systems and "rich-medic services” offered by a 1678
subsidiary, MegaFusion, totaled ¥ 2,012 million, a e
decline of 18.2 percent from a year earlier. 1,000 '
Thus, consolidated sales for the entire Systems Business
totaled ¥ 4,433 million, a decline of 23.7 percent from 0

. ) 1998 1998 2000 2001 2002
”’Te previous f\SCO' year. N Consolidated  Consolidated  Consalidated

Non- on-
Consolidated Consolidated

For further details on sales by business segment, please ———— Commercial Systems
. . . Z———""1Consumer Systems
see the Summary of Segment Sales in Section 4, Review of T ioter Systom

Business Operations.

1 . N . A
'Oleographical Saies Breakdown
e R U U ——— e —

A geographical breakdown of sales is not included in this report, because sales in lapan constituted more than 90
percent of overall sales.

Closts and Expenses and Opersting Income

In fiscal 2002, the cost of sales totaled ¥ 30,164 pemtmg Income
million, while gross profits on sales rose 1.6 percent over ¥ Millions
a year eadier, to ¥ 6,735 million, lowering the cost ratio 3,500 530
to 81.7 percent, which was 6 percentage points better ﬁ 2844
than the previous year. This improvement was atiribuiable 3,000 ! ‘_—
to sales of new products with higher profit margins. 2500 L\ | o
Selling, general, ond administrative expenses during 214 | ‘ \
fiscal 2002 totaled ¥ 3,891 million, an increase of 2,000 885 ﬁ “_,__“u;__d
¥ 571 million. Major expenses included labor costs in ‘T‘ ; * ‘ |
the amount of ¥ 1,173 million, comprising salaries, 1,500 TI0 7’; 1} DT
transfer allowancesand officers’ retirement and bonus %\ \\ | \ \
allowances, and R&D expenditures of ¥ 1 602 million, 1,000 F \ L ‘A;—
comprising ¥ 729 million for the LSl Business and ¥ 873 500 [5 i i B _‘:__
million for the Systems Business. ‘L U ‘ \
The latter expenditures reflect MegaChips' commitment, 0 “‘ ﬂ j 1 !

: ‘ 1898 1399 2000 2001 2002
as a research-oriented fabless high-tech company, to Non- NI oomoitated Comolited Consolite

. . . Consalidated Consolidated
aggressive invesiments in research and development,

Consequently, consolidated operating income for the
term totaled ¥ 2,844 million, o decline of 14 percent

from the historically high income levels of the pricr year.

@peratmg Income by Segment

Despite the sales drop described above, consolidated operating income for LSI Business operations increased 1.7 percent to ¥ 4,450
million, due to the higher profit margins on sales of new products. However, the Systems Business posted an operating loss of ¥ 669
million because of the sharp drop in sales and increased operating expenses, which were primarily relared 1o R&D expenditures.
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Other income totaled ¥ 138 million, o gigantic ¥ 122-million
increase from the previous year's ¥ 16 million.

A major facior in this increase wos o ¥ 423 million gain on
sales of subsidiary stock, which more than offset the

@et Income

i H
| 3

loss of ¥ 165 million from the Systems Business unit.
income before income taxes was ¥ 2,987 million, down

10.2 percent from the prior year.

in fiscal 2002, income taxes totaled ¥ 1,299 million,
including ¥ 1,175 million in corporate income tax, city
tax and business operations tax, after adjusted by
previously deferred taxes of ¥ 124 million. The elfective
tax rate was 43.6%. After-tax net income was ¥ 1,647
million, a drop of 11.7 percent from the previous year,
reflecting deduciions from net income before taxes for the
combined amount of the adjusted income tax and the

allocation of ¥ 36 million to minority interests.

'Flinancial Position

L

Net Income
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Total assets on a consolidated basis stood at ¥ 20,713
million at the end of fiscal 2002, a decline of ¥926
million from the year-earlier period. ligquid assets,
consisting moin[y of cash, deposirs, notes and accounts
receivable and inventories, totaled ¥ 18,178 million (a
decrease of ¥ 1,708], or 87.8 percent of the company's
total assets. Such a high level of liquidity is the strength
of MegaChips' balance sheet. The current ratio between
liquid assets and liabilities was 4.9 to 1 af the end of
fiscal 2002,

Quick assets, which are calculated by deducting
invenfories (¥ 1,671 million} from total liguid assets,
stood at ¥ 16,507 million ot yecr-end, representing
79.7 percent of total assets. This highly liquid asset
composition reflects MegaChips' posiure as a fabless

@ash Flow

company, which does not need to retain long-term fixed

‘assets in the form of production facilities. In the future, the

company will continue to pursue a financial strategy of
maintaining high liguidity and o healthy balance sheet.
On the other side of the balance sheet, total liabilities
totaled ¥ 3,887 million, o decrease of ¥ 2,904 million
from a year earlier. The main components of these
ligbilities were trade accounls payable of ¥ 2,588
million, chiefly 1o manufacturers of LSIs under
consignment.

Total shaieholders' equity increased ¥ 1,429 million
over the previous year to ¥ 16,053 million. This was
largely atiributable 1o an increase of ¥ 1,319 million in
retained earnings. As a resull, the equity-to-ossets ratio at

yearend was 77.5 percent.

Net cash provided by operating activities climbed to
¥6,027 million, a whopping ¥ 4,405 million increase
from o year earlier. Although net income before taxes
declined ¥ 340 million to ¥ 2,982 million in fiscal
2002, a decrease of ¥6,566 million in account
receivables helped produce a net cash increase. This
decrease was ¥ 5,577 million less than the fiscal 2001
decrease in account receivables from the previous year.

Cash outflows from investing cctivities fotaled ¥ 961
million, a huge ¥932 million increase from last year's
¥ 29 million, as expenses for acquiring investment

Megalhips Corporation
Annusal Report 2002

securities, property and equipment, and intangible assets
exceeded investment proceeds.

The net cash outflow from financing activities fotaled
¥G691 million, down ¥ 630 million from a year earlier,
consisting primarily of repayments of short-term
borrowings and a dividend distribution. Some cash was
generated from the issuance of stock to minority
shareholders upon the occasion of MegaFusion's listing
on the JASDAQ market.

Consequently, cash and cash equivalents at the end of
fiscal 2002 rose by ¥ 4,106 million to ¥ 5,819 million.
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Shests

MegaChips Corporation and its Consolidated Subsidiaries

in thousands

in thousands
(Note 1)

2001 2002 2002
March 31, 2001 and 2082 Year-end Year-end Year-end
Currend 0oseldo
[OCash and cash equivalents =i 3 1,713,240 ¥ 5,818,869 $ 43,669
DReceivables (Note 14):
Trade
12,943,298 7,156,363 53,706
4,066,400 3,287,603 24,672
20,316 347 3
(6,162) (2,851) (21)
Oinventories (Note 5) ......................................................... 858,068 1,67‘?,7@7 ﬂ2,546
ODeferred income taxes (Note 11) rroermrrrer e 208,052 179,164 1,345
DOther CUrrent aSSetS ......................................................... 83’240 67,098 5@3
Total Current assets ...................................................... 19,886,452 ‘ﬂs!‘ﬂ78’3®4 ﬂ36,423
(RUESSmonGs and eller 2806t
Oinvestment securities 234,015 322,406 2,420
Olnvestment in unconsoclidated subsidiary and affiliates -+~ 40,000 40,000 300
OLong-term prepaid eXpenses «ooerersrerrararinii, 148,717 181,943 1,365
DG UATantee dePOSItS »+ v rerrerersrrtnririiiriii et 253,408 254,833 1,912
Binvestments in partnership «roveermeomn 228,778 200,913 1,508
ODeferred income taxes (Note 11) 248,319 101,913 765
CJOther iNVESEMENES «rcreeriretrimnriiiiiii ey 49,515 65,316 490
Total investments and other assets oo 1,202,752 1,167,324 8,760

Propersy e
104,677 104,677
DBuildings 406,656 467,095

OTools furnitures and fixtures 231,808 265,631

743,141 837,403
OLess-accumulated depreciation (294,934) (345,248)

Total property and equipment 448,207 492,155

Consolidated adjustment account 27,710 -
Other (Note 6) 73,860 875,152

Total intangible assets - 101,570 875,152

OTotal assets 3 21,638,981 ¥ 20,712,935

$ 185,444

The accompanying notes to the consolidated financial statements are an integral part of these statements.
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in thousands

In thousands (Note 1)
¥arch 31,2007 and 2002 %aor[e)nj %g@g %9@%
—
Current labilicies
mEShort-term debt (Note 7) ................................................... ¥ 1170()'000 ¥4 5@,@@@ $ 375
BPayables:
Trade .............................................................................. 3,419’582 2’588,484 19,426
Construcﬂon .................................................................. 10,336 6‘439 48
Other .............................................................................. 307:857 317’069 2’38@
TIACCIUBE EXPEMSES * vt rrs o rrtorsstrastaseinsia bttt 258,629 266,123 1,997
EIncome taxes payable (Note 11) +rorrierrriinne 919,521 460,082 3,453
Advances received ............................................................ 3‘324 2,397 1]8
Eother ................................................................................. 11’634 'ﬂ2'647 95
Total current liabilities e eresereeminme 6,630,883 3,703,241 27,792
Long-sermt Jdazlilitics
fIReserve for severance benefits
EMPIOYEES reererrrrerieiiriirie it 10,546 14,844 114
Directors and statutory auditors «e«oroeemrononn. 148,357 167,598 1,258
EEOTRET ~+rrvrrerrrsrernrerneetaraiieretaeei et tiaea e ea s et e eas e e e e eai e 1,275 1,430 10
Tota) HabIlIIEs «rrrrrerorrermerieriae ittt e 6,791,061 3,887,108 29,171
Minorizy interesse in
3080 leated sUBSIGIariBs v 223,311 772,532 5,798
Shersrelders aquizy [Weoge 192
HCommon stock
Authorized -40,000,000 shares
Issued -24,661,017 shares oo 4,840,313 4,840,313 36,325
EJAdditional paid-in capital 5,936,081 5,936,081 44,548
TIRetained @arMings «rort e e sttt iteie s 4,336,825 5,655,426 42,443
EINet unrealized gains on SECUrities - e - 70,429 529
EForeign currency translation adjustments «---- oo (23,986) 2,103 68
B Treasury stock, at cost (83,759 shares in 2001 and 82,605 shares in 2002) -+ (464,624) (458,057) (3,438)
Total shareholders' equity ooreerorrer 14,624,609 16,053,295 120,475
ElTotal liabilities, minority interests and shareholders' equity =+ ¥ 21,638,981 ¥ 20,712,935 $ 155,444

The accompanying nctes to the consolidated financial statements are an Integra! part of these statements.
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otatements of
MegaChips Cerporation and its Consclidated Subsidiaries

ACOme

in thousands

in thousands {Note 1)

2001 2002 2002

For the two years ended [March 31,2007 end 2002 Year-end Year-end Year-end
} 53,851,374 ¥ 36,898,519 $ 276,912
47,225,781 30,164,316 226,374
6,625,693 6,734,203 50,538
3,319,418 3,890,211 29,1958
3,306,175 2,843,992 21,343

CEkRer IneZite [eIEnonuso.
D‘nterest and leldend income ............................ ........... 6]598 6’97@ 52
Olinterest EXPENSE  rrerrrrerrmr (31,661) (5,815) (43)
EOther, net (Note 17) ......................................................... 41,037 137,339 1,031
15,974 138,434 1,040
merrne RIS oo

S T T 3,322,149 2,982,488 22,383

LN3EIN0 BENAG 37 .
DiCurrent 1,696,909 1,174,986
DDeferred (266,590) 124,293

Total income taxes 1,430,319 1,299,279

oG Ineams ¥ 1,866,340 ¥ 1,647,385

[PANPANP RS

U.S dollars
(Note 1)

M
| n e
LA IIE

EINet income b $ 0.50
ECash dividends ©.08

The accompanying notes to the consolidated financial statements are an integral part of these statements.
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MegaChips Corporation and its Consolidated Subsidiaries
For the two years ended March 37,2009 and 2002
(in thousands)
Number of Net unrealized Foreign
commonsick  Common omdn  Rewned  Con  umeaion  siooe
issued stock capital earnings securities adjustments purchase cost Total
24,661,017 ¥4840,313 ¥50936,081 ¥2751198 ¥ - ¥ - ¥ (2178) ¥13,525414
BNet income 1,866,340 1,866,340
Bincrease in treasury stock,net - (462,448)  (462,446)
BEDecrease in retained
earnings related to merger
of consolidated subsidiary - (23,427) (23.427)
HCash dividends paid-¥8.00
per share «sreererearereiiiii, (197,286) (197‘286)
EBonuses to directors and
statutory auditors oo (60,000) (60,000}
MForeign currency
transiation adjustments -+ (23,986) (23,986)
24661017 4840313 5936081 4,336,825 - (23,986) (464,624) 14,624,609
1,647,385 1,647,385
EAdoption of new accounting
standard for financial
iNStruments oo vevreen 70,428 70,428
DDecrease in treasury stock,net --- 6,567 8,567
ECash dividends paid-¥10.00
per sharg «ovo v, (245,773) (245,773)
FIBonuses to directors and
statutory auditors «o.ovceeennn (83,011) (83,011)
FEForeign currency translation
AdJUSTMENLS < vvvreerrvrnrereanes 33,089 33,089
24661017 ¥4840313 ¥5936081 ¥56554268 ¥ 70429 ¥ 9103 ¥ (458,057) ¥16,053,285

Thousands of U.S.dollars{ Note 1)

Net unrealized Fareign

Gommon  paim  Retained n vanaiaton  Stose.m
stock capital earnings securities adjustments  purchase cost Tota!
Zulenee 87 Waneh 8% BLC s §$36325  $44548  $32547 § -~ §  (180) § (3487) § 109753
ENet Income .......................................... 12‘363 12,363
EAdoption of new accounting
standard for financial
instruments .......................................... 529 529
EDecrease in treasury stock net «-oxeereeeeeeree 49 49
BCash dividends paid-$0.08
per sharg e (1‘344) (1,844)
ElBonuses to directors and
statutory AUAItOrs coosrrrermrereri e (623) (523)
=Foreign currency translation
adjustments ....................................... 248 248
Salanae 2 leren &U,BE08 v $365325  $44548  §42443 § 520 3 68§ (3438 § 120475

The accompanying notes to the consclidated financial statements are an integral part of these statements.
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MegaChips Corporation and its Consclidated Subsidiaries
in thousands
in thousands {Note 1}
2001 2002 2002
For the twe years ended March 31, 2007 and 2CC2 Year-end Year-end Year-end
I
Sach Mowe Crem SrereEinf cettvisiao
Oincome before income taxes and minority interests <o ¥ 3,322,149 3 2,982,485 $ 22,383
OAdjustment for:
Depreciation and amortization -« oo 274,594 197,851 1,485
Loss on disposal of fixed assets <o 7,641 1,675 13
Decrease in provison for doubtful receivables - (111,864) (3,311) (25)
Gain from changes in equity interests - - (32,588) (423,466) (3,178)
Reserve for employees’ DONUSES -« e 41,025 (9,999) (75)
Reserve for employees', directors' and statutory auditors'
severance benefits, less payments net oo 48,401 23,533 177
Interest and dividend income:- +«rmeooeee - (6,598} (6,270) (52)
Increase in prepaid PENSiON COSt rre st (27,913) (18,652) (140)
Gain on sales of marketable securities
and investments in SeCUrities ««o-ovv i (55,199) - -
Gain from investment in business partnership (444,387) (14,561) (408)
Interest EXPenSE - e 31,661 5,815 44
StOCK IS5UE @XPENSE «rrrvreirrrereriiiiiin 805 41,013 308
Loss on write-down of investments in securities 226,880 39,61¢ 297
Loss on sales of investments in securities - - 36,000 270
Loss from disposition of system products:: 336,097 7,987 60
Loss from liquidation of a subsidiary -+ 75,422 - -
Valuation loss of golf club memberships ro oo 18,774 - -
Change in assets and liabilities:
Decrease(increase)in
Receivables(trade) - oo 988,347 6,565,728 49,274
Inventories «-«oveeeeee o (382,044) (813,63¢) (6,108)
Other current assets - (33,227) 35,448 285
Increase(decrease)in
Payables(trade) ................................................................... (882,615) (831,098) (6,237)
Other current liabilities -+ o erermreennenenns o (233,220) (92,818) (698)
Bonuses paid to directors and statutory auditors - . {(60,000) (89,150) (669)
Olher, (1) SRR L LR R R TEE TR R R TR 15,560 20,678 455
3,117,703 7,654,158 57,442
Interest and dividend received oo 6,667 6,951 52
Interest paid »-«oeeeereeemnen (32,984) (5,202) (39)
Income taxes paid <o (1,475,251) (1,834,425) (12,266)
Net cash provided by operating activities «roorroeeeerereiiannn. 1,616,135 6,021,482 45,188

Saoa Towe fren :

ODecrease in time deposits 101,000 - -
OPurchases of investment securities <+ (250,570) (56,000} (420)
OProceeds from sales of investment securltles 119,551 9,391 70
OProceeds from investments in partnership---- 425,763 54,593 410
OPurchases of property and equipment - - (211,308) (128,257) (963)
OPurchases of intangible assets -« (203,148) (777,596) (5,836)
OProceeds from sales of intangible assets - - 12,000 20
OPayments for guarantee deposits (72,685) (5,775) {43)
OPayments for long-term prepaid expenses (78,491) (77,214) (579)
ORefunds of guarantee deposits 117,462 4,351 33
CProceeds from cancelation of insurance-- 38,272 2,869 21
OOther, net , 155 1

Net cash used in investing activities , (961,483) (7,216)

. A y n mn
S A O smaey 0 37 ~ et alafeat et gy e
Seon Tlewo T ; ; [SIH QR

ONet decrease in short-term debt (825,000) (1,650,000) (12,383)
ORepayments of long-term dept - <o {170,969) - -
DRedemption of bonds (1,000} - -
OProceeds from stock issuance for minority sharehoiders 35,194 907,587 5,894
DNet decrease (increase) in treasury stock - <+ (462,446) 3,131 24
OCash dividends paid < (197,020) (245,397)
OCash dividends paid to minority shareholders - - (6,281)

Net cash used in financing activities (1 621 241) {990,950) {7.437)

36,590
(16,538) 4,105,629
1,692,620 1,713,240

37,158 -
¥ 1,713,240 ¥ 5,818,869

The accompanying notes ta the cansolidated financial statements are an integral part of these statements.
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MegaChips Corporation omoﬂ its Consclidated Subsidiaries

‘] .Bas's of presanting conselidated financial statemsnts
[ ]

MegaChips Corporation {the "Company’) and its
consolidated domestic subsidiary maintain their official
accounting records in accordance with the provisions set
forth in the Japanese Commercial Code and accounting
principles and practices generally accepted in lapan
{"Japanese GAAP'}. The accounts of an overseas
consolidated subsidiary are based on ifs accounting
records maintained in conformity with generally accepted
accounting principles and practices prevailing in its
country of domicile.

Certain accounfing principles and practices generally
accepted in Japan are different from International
Accounting Standards and standards in other countries in
certain respects as fo application and disclosure
requirements.  Accordingly, the accompanying financial
statements are intended for use by those who are informed

about Japanese accounting principles and practices.

The accompanying financial statements have been
restructured ond franslated into English (with some
expanded descriptions and the inclusion of statements of
shareholders' equity| from the consolidated financial
statements of the Company prepared in accordance with
Japanese GAAP and filed with the appropriate local
Finance Bureau of the Ministry of Finance as required by
the Securities and Exchange law. Some supplemeniary
information included in the statutory Japanese language
consolidated financial statements, but not required for fair
presentation s not presented in the accompanying
financial statements.

The translation of the Japanese yen amounts into U.S.
dollars are included solely for the convenience of readers,
using the prevailing exchange rate af March 31, 2002,
which was ¥ 133.25 10 U.5.$1.00. The convenience
franslations should not be construed as representations
that the Japanese yen amounts have been, could have
been, or could in the future be, converted into U.S.
dollars at this or any other rate of exchange.

Certain 2001 financial statement items were reclassified
fa conform fo the presentation for 2002,

2.8Significent accounting policies

[ ]

1) Consolidation

The accompanying consolidated financial statements
include the accounts of the Company and significant
companies, over which the Company has power of
control through substantial ownership or existence of
cerain conditions evidencing control by the Company.

MaoageaChips Corporation
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One of Company's subsidiaries is consolidated using @
fiscal period ending December 31 Significant fransactions
occurring during the January 1 to March 31 period are
odjusted in these consclidated financial statements.

Investments in @ non-consolidated subsidiary and an
affiliate are recorded at cost and not accounted for under
the equity method because they are insignificant.

In the elimination of investments in subsidiaries, the assets
and liabilities of the subsidiaries, including the portion
atiributable to minerity shareholders, are evaluated using
the fair value at the time the Company acquired control of
the respective subsidiaries. All significant intercompany
fransactions and accounts have been eliminated. The
difference between the cost of investments and equity in
their net assets at dates of acquisition {"consolidated
adjustment account'} is amortized over five years.
However, in the year ended March 31, 2002, such
difference related to Digital Image,Inc. was fully
expensed.

2) Cash and cash equivalents

Cash on hand, readily-available deposits and shortterm
highly liquid investmenis with maturities of not exceeding
three months at the time of purchase that present
insignificant risk of changes in value are considered to be
cash and cash equivalents.

3) Allowance for doubtful receivables

Effective April 1, 2000, the Company and its
consolidated subsidiaries [the "Companies') adopted the
new accounting standard for financial instruments ond
provided the allowance for doubtful receivables in the
following manner. For receivables from insolvent
customers, who are undergoing bankruptcy or other
collection proceedings or in similar financial conditions,
the allowance for doubtful receivables is provided based
on an evaluation of each customer's financial condition
and an estimation of recoverable amounts due to the
existence of security interests or guarantess.

For other receivables, the allowance for doubiful accounts
is provided based on the Companies actual rate of
collection losses in the past,

4) Inventories

Work-in-process is stated at cost determined by the
specific identification method. Other inventories cre
mainly stated af cost defermined by the average method.

Regarding inventories that are stated ot cost, when there

“has been a persistent significant decline in value, the

Companies have writien down the value of such inventories.

Notes ta the Consolideted Financial Statements




LilgClive /‘\pll\ T, LV, HTIC \,UIHPUHleb UUUPN:’U e HNovv

Japanese acccounting standard for financial instruments

["Opinion Concerning Establishment of Accounting
‘

Standard for Financial Instruments " issued by the Business
Accounting Deliberation Council on January 22, 1999},

Upon applying the new cccounting standard, all
companies are required o examine the intent of holding
each security and classify those securities as o) securities
held for rading purposes [hereafter, 'trading securities'],
{b} debt securities intended 1o be held to maturity
(hereafter, "held-to-maturity debt securities”), [c) equity
securifies issued by subsidiaries and dffilicted companies,
and (d) for all other securities that are not classified in any
of the above categories (hereafter, “available-for-sale
securities”). Under the new accounting standard,
invesiments in business parinership are included in this
classification of securities.

As a result, all securities owned by the Companies were
clossified as equity securities of subsidiaries and offiliated
companies or availableforsale securities. Under the new
accounting standard, securities, which are included in
invesimenls in business parinership are required to be
classified as well as original securifies.  Equity securities
issued by non-consolidated subsidiaries and affiliated
companies and ovailobledorsecurities with no available
market values are stated at moving-average cost.
Availobleforsale securities with availoble marker prices
are stated at fair market value. See below,

IF the market value of equity securities issued by non-
consclidated subsidiaries and aoffiliated companies, and
available-forsale securities | including invesiments in
business partnershipl, declines significantly, such securities
are stoted at fair market volue and the difference between
fair market valve and the carrying amount is recognized
as loss in the period of the decline. If the fair market
value of equity securities issued by non-consolidated
subsidiaries and offiliated companies is not readily
available, such securities should be written down to net
asset value in the event net asset value declines
significantly. Unrealized losses on these securities are
reported in the income statement,

As a result of adopting the new accounting standard for
financial instruments, in the year ended March 31,2001,
including the effects on the allowance for doubtful
receivables and write-down of golf club memberships,
income before income taxes decreased by ¥ 155,527
thousand. Also, based on the examination of the intent of
holding each security upon application of the new
accounting standard at April 1, 2000, availableforsale
securities maturing within one vear from the belance sheet
date are included in current assets, and other securities are
included in investments and other assets. As a result, at
April 1, 2000, securifies in current assets decreased by
¥ 54,370 thousand and investment securities increased
by the same amount compared with what would have
been reported under the previous accounting policy.

MegaChips Corporation
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the new policy for securities because of the one vear
grace period allowed under the new accounting
standard. That is, availablefor-sale securities with
available fair market values weren't stated at fair market
value, and unreclized gains and unrealized losses on
these securities were nof reported, net of applicable
income taxes, as a separate component of shareholders'
equity. If availebletorsale securities with available fair
market values had been stated at fair market value, the
following information and effects as at March 31, 2001
would have been relevant:

Book value ¥ 111,486
Fair market value 337,329
Net unrealized gains on securities

before tax 225,843
Deferred tax tiabilities 94,854

Effective April 1, 2001, the Companies adopted the new
accounting standard. That is, availcbleforsale securities
with availoble fair market values are stated af fair market
value, and unredlized gains and unrealized losses on
these securities are reported, net of applicable income
faxes, as a separate component of shareholders' equity.
Realized gains on sale of such securiies are computed
using moving-average cost. The adoption increased
investment securities by ¥ 117,000 thousand [$878
thousand), other investments by ¥ 4,429 thousand {$33
thousand), unrealized gains on securities, net of deferred
tax liobilities of ¥ 51,000 thousand {$383 thousand)
which are included in shareholders’ equity in the amount
of ¥70,429 thousand ($529 thousand. ).

Golf club memberships are slated at cost. Effective April
1, 2000, the new accounting standard was applied to
golf club memberships. If the market values of golf club
memberships decline significantly, such memberships are
stated at fair market value and the difference between fair
market is recognized as loss in the pericd of the decline.
If the fair market values of golfclub memberships are not
readily available, such memberships should be written
down to substantial value in the event they decline
significantly. As a result of adopting the new accounting
standerd for financial instruments, in the year ended
March 31, 2001, @ loss on valuation of gold club
members of ¥ 18,775 thousand and income before
income taxes decreased by the some amount.

6) Property and equipment

Property and equipment are stated at cost. Depreciation is
computed principally on the decliningbolonce method
based on their estimated useful lives.

The principle estimated useful fives are s follows:
Building and structures 3 ~ 47 yeaors
Other 3 ~ 20 years

7) Intangible assets

Capitalized costs of internal use software are amortized
on the staightline method over estimated useful lives of
mainly 5 years.

Notes to the Consolidated Financial Statements




are amortized on the straightline method over estimated
period of fulure sales of 3 vears.

Amortization of other intangible assefs is computed on the
straightline method.

8) Long-term prepaid expenses
long-term prepaid expenses are amortized on the straight-
line method.

Certain postdevelopment stage expenses related 1o the
initial mass production of new products, except for cosis
of producing product masters to be sold, are amortized
on the siraightline method over the estimated period of
future sales of 3 years.

9) Stock issuance expenses
Stock issuance expenses are chorged fo income as
incurred.

10} Bond discounts
Bond discounts are amortized over the life of the bonds
on the straightline method.

11) Bonuses

Accrued bonus liabilities for employees as of the balonce
sheet dafe are based on the estimated amounts to be
paid in the future. Bonuses to directors and statuiory
avditors, which are subject to approval ai the
shareholders’ meeting, are cccounted for as an
appropriation of retained sarings.

12) Income taxes

The asset and liability approach is used to
recognize deferred tox assets and liabilities for the
expected future tax consequences of temporary
differences befween the carrying amounfs of assefs
and liabilities for financial reporiing purposes and
the amounts used for income tax purposes.

13) Severance benefits

The Company and its domestic subsidiary provide two
types of postemployment benefit plans, unfunded lump-
sum payment plans and funded non-contributory pension
plans, under which all eligible employees are enfilled to
benefits based on the level of wages and salaries at the
fime of retirement or termination, length of service and
certain other factors.

Funded non-contributory pension plans cover 100%
of severance benefits for eligible employses who
retire al mandatory retirement age with ot least
three vears of service.

Effective April 1, 2000, the Company and ifts domestic
subsidiary adopted the new accounting standard,
"Opinion on Setting Accounfing Standard for Employees’
Severance and Pension Benefits”, issued by the Business
Accounting Deliberation Council on June 16, 1998 (the
"New Accounting Standard'}.

MeoegeChipes Corporatiocnm
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employees' severance and retirement benefits at March
31, 2001 and 2002 bosed on the estimated amounts of
projected benefit obligation and the fair value of the plan
assefs af each date.

As a result of the adoption of the new accounting
standard, in the year ended March 31, 2001,  income
before income toxes increased by ¥ 28,961 thousand
compared with what would have been recorded under
the previous accounting standard.

With regard to severance benefits for directers and
statutory auditors, the liability for lump-sum payments is
stated at the amount which would be required if they
refired as of the balance sheet date.

14} Translation of foreign currencies

All receivables and payables denominated in foreign
currencies are translated into Japanese yen at the
year-end rates.

Effective April 1, 2000, the Company and its domestic
subsidiary adopfed the revised accounting standard for
foreign currency translation, "Opinion Concerning
Revision of Accounting Standard for Foreign Currency
Translation”, issued by the Business Accouniing
Deliberation Council on October 22, 1999 [the
"Revised Accounting Standard").  Under the Revised
Accounting Standard, long-term receivables and
payables denominated in foreign currencies are also
translated info Japanese yen at the yearend rate.

The effect on the consolidated income statement of
adopting the Revised Accounting Standard was immateriat,

Assets, liabiliies and income and expenses of a foreign
subsidiary are translated into Japanese yen at yearend
rates. Shareholders' equity of a foreign subsidiary is
translated info Japanese yen af the historical rafes. The
franslation differences in Japanese yen amounts arising
from the use of different rates are recognized as foreign
currency translation adjusiments in the balance sheets.

15) Finance leases

Finance leases which do not transfer ownership and do
not have bargain purchase provisions are accounted for
in the same manner as operafing leases in accordance
with generally accepted accounting principles in Japan.

16) Per share amounts of net income and cash dividends
The compuiation of net income per share shown in the
consolidated statemenis of income is based upon the
weighted average number of issued shares outstanding
during each period.

The per share amount of cash dividends represents
dividends declared as applicable to the year.

Diluted net income per share is not disclosed because
there are no dilutive stock options at March 31, 2001
and 2002.
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(1] The following tables summarize cost, carrying amount
which is fair value, unrealized gains and losses of equity
securities classified as other securities for which fair values
are ovailable at March 31, 2002:

Securities with unrealized gains -

Equity securities ¥ 53,480 ¥ 172,985 ¥ 119,505

Securities with unrealized losses -

Equity securities ¥ 204 ¥ 86

¥ (118)

Securities with unrealized gains:

L

Equity securities

8 401 $ 1298 $ 897

Securities with unrealized losses -

T
i

e
Equity securities $

[2) Total sales of availableforsale securities for the years

ended March 31, 2001 and 2002 are as follows:

EOoR ZO8

|

Lo

¥ 116,544 ¥

9,3¢0

Amount of sales
Total gain on sales 55,198 - -
Total loss on sales 2,614 36,000 270

{3} The following toble summarizes book values of
securities with nc available fair values as at March 31,
2001 and 2002;

Availableforsale securities:
——

$ 2,083

Non-listed equity securiies ¥ 334,007 ¥ 277,566

Non-listed foreign bonds 3,846 4,818 38
Other 470 1,190 9

Investments in unconsolidated subsidiary and affiliates:

. S
‘ T e acoe

Non-listed equity securities ¥ - ¥ 48,000

The above table, includes securities which are included in
invesiments in business parnership.

4 .Derivative transactions

[ 2

The Companies do not use derivative transactions.

Megehips Corpaoration | 38
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Inventories at March 31, 2001 and 2002 consisted of:

L — Cneesande |t A e
Merchandise ¥ 167,086 ¥ 242,638 $ 1,788
Finished products 379,479 475,258 3,587
Semi-finished products 82,509 450,288 3,414
Raw materials 119,340 243,087 1,824
Work-in-prosess 109,328 259,007 1,844
Supplies 326 1,429 11

Total ¥ 858,068 ¥1,671,707 $ 12,546

B.Intangible assets — other
L )

Infangible assets - other af March 31, 2001 and 2002
consisted of:

¥ 242,201

Computer software 3 68,283

Computer software

in progress - 626,630 4,703

Other 5,577 8,321 47
Total ¥ 73,860 ¥ 875,152 $ 6,568

7.8hore-term debd

L

Shortterm debt at March 31, 2001 and 2002 consisted

of the following:

Unsecured:

0.53% to 1.375% notes for

generally from 60 to 120 days. ¥ 1,700,000 ¥ - $ -

0.64% loan from financial institution

maturing in November 2002 - 50,000 375
Total ¥ 1,700,000 ¥ 50,000 $ 375

8.Leases

[ S

Non-capitalized finance leases
Al March 31, 2001 and 2002 noncapitclized finance
leases are as follows:

v S O P

Equipment, at cost as

if capitalized ¥ 24997 ¥ 50,325 $ 378

Intangible assets,at cost as

if capitalized - 87,092 854

Other 28,650 - -

Less: accumulated depreciation (35,855)  (32,348) {243)
Total ¥ 17,792 ¥ 105,071 $ 789

The above "as if copitalized” depreciation is calculated
on the straight line method over lease terms. lease
payments, including fincncing charges, under non-
capitalized finance leases for the years ended March 31,
2001 and 2002 were ¥ 34,422 thousand and
¥ 59,002 thousand (3 443 thousand), respectively. If the
above finance leases were caopitalized, depreciation of
¥ 16,911 thousand and ¥25,142 thousand ($ 189
thousand) and interest of ¥ 1,103 thousand and ¥ 2,397

‘ Notes to the Consolidated Financial Statements
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the years ended March 31, 2001 and 2002,

respectively.

Obligations under non-capitalized finance leases,
excluding the imputed interest portion, at March 31,
2001 and 2002 are as follows:

[ EC0R
L\,‘ L o 7 OOLEEFR. Rt ORET “
Due within one year ¥ 38,797 ¥ 61,575 $ 462
Due after one year 61,547 112,097 841

Total ¥ 100,344 ¥ 173,672 $1,303

Operating leases

Obligations under non-cancelable operating leases at
March 31, 2001 and 2002 are as follows:

L

203
i e

32,929 ¥ 7,420 $ 55

el 0

Due within one year
Due after one year - 19,164 144
Total ¥2,929 ¥ 26,581 $ 199

8.Employess’ severance and gension benefits
[ _ 1

The liabilities for severance and retirement benefits
included in the liability section of the consolidated
balance sheets as at March 31, 2001 and 2002

consisted of the following:

!

| SJ i
Projected benefit obiigation % 78,857 ¥ 103,737 $779
Less fair value of pension assets  (96,224) (135,452) (1,017)
Prepaid pension cost 27,913 46,566 349
Liability for severance
and retirement benefits ¥ 10546 ¥ 14,841 $ 1491

The Companies adopted the simplified method to
estimate projected benefit obligation.

Included in the consolidated statements of income for the
years ended March 31, 2001 and 2002 are severance
and retirement benefit expenses comprised of the
following:

Service costs — benefits

earned during the year ¥ 45,346 ¥ 41,184 $ 309
Net transition obfigation ~ (26,843) - -
Severance and

retirement benefit expenses ¥ 18,503 ¥ 41,184 $ 309

The Companies adopted a simplified method 1o estiimate
expenses for severance and refirement benefits. The
discount rate and the rate of expecied returns on plan
assefs are not utilized, because of the adoption of the
simplified mathod. )

Meogelhips Corporatcicrm
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Research and development expenses are charged to
income when incurred, such expenses by business
category for the years ended March 31, 2001 and
2002 are as follows:

f‘ |
- 7 ke MEkS i) {rosanes
LSI ¥ 552,937 ¥ 728,508 $ 5,467
System 561,913 873,086 6,552
Total ¥ 1,114,850 ¥1,601,594 $ 12,019

11.lncome taxes
[ 1

The Companies are subject to o number of faxes based
on income, which, in the aggregate, indicale a statutory
rate in Japan of approximately 42% for the years ended
March 31, 2001 and 2002.

Significant components of the Companies’ deferred tax
assefs and liabilities as of March 31, 2001 and 2002

are as follows:

=
i

T APONSE S

Deferred tax assets:

Excess bonuses accrued ¥ 44,061 ¥ 40,652 $ 305

Excess software costs 114,958 169,267 1,270

Enterprise taxes 83,573 41,520 312

Directors’ and statutory auditors'

severance benefits 62,308 70,395 528

Valuation loss on inventory 40,775 30,633 230

Valuation loss on golf club

membership 7,885 7,885 59

Excess accounts payable 21,535 25,230 189

Write-down of securities 95,290 107,725 808

Loss carryforwards of a subsidiary 56,228 85,768 644

Unrealized gains 2,874 43,116 324

Other 9,081 6,749 5%

Total deferred tax assets 538,568 528,940 4,720

Valuation allowance (56,228) (85,768) (644)
Deferred tax asssts 482,340 543,172 4,075

Deferred tax liabilities:

Gain from fluctuations of interest ~ (13,682)  (191,538) (1,437)
Prepaid pension cost (11,723) (19,557) (147)
Reserve for program development cost (564) - -

Net unrealized gains on securities - (51,000) (383)
Total deferred tax liabilities ~ (25,968)  (262,095) (1,967)
Net deferred tax assets ¥ 456,371 ¥ 281,077 $ 2,109

in regard to "loss corryforwards of a subsidiary”, the
Company provides a full valuation allowance due to the
uncertainty of the subsidiary's obility o ufilize the loss
carryforwards in future years.
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Under the Commercicl Code of lapan, the entire amount
of the issue price of shares is required to be accounted
for as stated capital, although o company may, by
resolution of its board of directors, account for an amount
not exceeding cne-half of the issue price of the new
shares as additional paid-in capital.

Effective October 1, 2001, the Jopanese Commercial
Code provides that an amount equal to at least 10% of
cash dividends and other cash appropriations shall be
appropriated and set aside as a legal reserve until the
total amount of legal reserve and additional paid-in
capital equals 25% of common stock.  The legal reserve
and additional paidin capital may be used to eliminate
or reduce a deficit by resolution of the shareholders'
meeting or may be capitalized by resolution of the Board
of Directars.  On condition that the total amount of legal
reserve and additional paid-in capital remains being
equal to or exceeding 25% of common stock, they are
ovailable for dividends by the resolution of shareholders'
meeting. legal reserve is included in retained earnings in
the accompanying financial siatements.

The maximum amount that the Company can distribute as
dividends is calculated based on the non-consolidated
financial statements of the Company in accordance with
the Commercial Code of Jopan.

The Company's directors and employees may be granted
options to purchase the Company's common stock. All
stock options have a two-year term and become fully
exercisable three years from the date of grant. Information
with respect to options is as follows:

o

Balance at March 31, 2000 - ¥ -

Granted 86,000 7,793 58
Exercised (2,300) 7,793 58
Balance at March 31, 2001 83,700 7,793 58
Granted - - -
Exercised (1,300) 7,793 58
Balance at March 31, 2002 82,400 ¥ 7,793 $ 58

Remaining life 3.25 years

Treasury stock reserved for options at March 31, 2002
amounted to 82,400 shares. In accordance with the
Commercial Code, there are certain restrictions on
payment of dividends and bonuses to directors and
statutory auditors in connection with the treasury stock
repurchased for stock options. As a result of restrictions on
the treasury stock repurchased for stock options, retained
earnings of ¥ 464,353 thousand and ¥ 457,141
thousand {$3,431 thousand} at March 31, 2001 and
2002 are restricted as 1o the payment of cash dividends
and bonuses to directors and statutory auditors.

Under the Company's articles of incorporation, it is
possible for the Company to purchase and retire common
shares, up to @ maximum of 1,000,000 shares, by using
the Company's retained eamings subject to the resolution

MogaChips Corporation
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13.Contingent lizhilities
C n

At March 31, 2001 and 2002, the Companies were

contingently liable as follows:

As guarantor indebtedness of
Macronix International Co,Ltd. ¥
on leases with Nintendo Co.,Ltd.

- ¥ 666,250 $ 5,000

% &, .2ftect of banl halidays on March 341, 208% and 2032
C il

As financial institutions in Japan were closed on March
31, 2001, ¥ 150,639 thousand of trade notes
receivable maturing on March 31, 2001 were setiled on
the following business day, April 2, 2001 and accounted
for accordingly.

As financial institutions in Jopan were closed on March
31, 2002, ¥ 35,068 thousand ($263 thousand) of
trade notes receivable maturing on March 31, 2002
were setfled on the following business day, April 1,
2002 and accounted for accardingly.

18.Segment information

L ]

The Componies operate within the following two indusiry
segments with their main products as follows:

LSl business:

« Custom Mask ROMs

+ LSls for home game consoles

* Imoge processing LSts for digital still cameras
* Image format conversion for digital televisions
« Fourchannel echo cancellers

* LAN controler LSIs for home use

System business:

» Compact, lightweight moving image servers:
OpennetView

« Compact, lightweight, PCless AV recording servers:
OpennetHDR

* Image transmission servers with birdirectional voice and
data communication function: eWaich MD-100

> Digital Video Recorders

- Authoring systems

+ Rich-media services

Notes to the Consolidated Financial Statements
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Corporate and

LSt System eliminations Consoclidated
Net sales:
Customers ¥ 48,045,371 ¥ 5,806,003 ¥ - ¥ 53,851,374
Intersegment - - - -
48,045,371 5,806,003 - 53,851,374
Costs and expenses 43,670,073 5,978,526 896,600 50,545,199
Operating income(loss) ¥ 4375298 ¥ (172,523) ¥ (896,600) ¥ 3,306,175
e BQRR
Corporate and
LS! System eliminations  Consolidated
Net sales:
Customers ¥ 32,465,642 ¥ 4,432,877 ¥ - ¥ 36,898,519
Intersegment - -~ - =
32,465,642 4,432,877 - 36,898,519
Costs and expenses 28,015,552 5,101,833 937,142 34,054,527
Operating income(loss) ¥ 4450,090 ¥ (668,956) ¥ (937,142) ¥ 2,843,992
i -- —_ : — e
L e 200® S
Corporate and
LSt System eliminations Consociidated
Net sales:
Customers $ 243,645 $ 33,267 $ - $ 276,912
Intersegment - - - -
243,645 33,267 - 276,912
Costs and expenses 210,248 38,287 7,034 255,569
Operating income(loss) $ 33,397 s (5,020) $ (7.034) $§ 21,343
T T T T - T
T o T érporate and -
LSI System eliminations Consolidated
Assets 3 16,424,922 ¥ 2,872,237 ¥ 2,341,822 ¥ 21,638,981
Depreciation and amortization 25,826 231,901 17,255 274,952
Capital expenditures 23,743 416,763 58,5670 499,076
. N ‘ eomE
Corporate and
LSI System eliminations Consolidated
Assets 3% 9,897,902 ¥ 4,634,063 ¥ 6,180,970 ¥ 20,712,935
Depreciation and amortization 25,575 154,781 17,495 197,851
Capital expenditures 29,008 876,705 193,011 1,098,814
:/ e o P N N TV N
— e
Corporate and
LS| System eliminations Consolidated
Assets $ 74,281 $ 34,777 $ 46,386 $ 155,444
Depreciation and amortization 192 1,162 131 1,485
Capital expenditures 218 6,679 1,449 8,246
Corporate expenses included in the Corporate and eliminations column of ¥ 896,600 thousand and
¥ Q37,142 thousand ($7,034 thousand] for the years ended March 31, 2001 and 2002, respectively, are
mainly expenses of administration departments of the Company.

Corporate assefs included in the Corporate and eliminations column of ¥2,341 822 thousand and
¥ 6,180,970 thousand ($46,386 thousand) for the years ended March 31, 2001 and 2002, respectively,

consist mainly of cash, securities and assets of administration departmenis of the Company.
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MegaFusion Corporation, which is a consolidated (1) At the ordinary shareholders' meeting of the Company
subsidiary, merged with Cameo Inferactive Ltd. on April held on June 25, 2002, appropriations of refained
1, 2000, and took over all of its assets and liabilities. earnings were duly approved as follows:

The summary of assets and liabilities that were taken over

are as follows; Cash dividends-¥10($0,08)

T T T s e s per share ¥ 245784 $ 1,845
LT T R VY Bonuses to directors and
Current assets ¥ 701,355 statutory auditors 42,000 315
Fixed assets 353,322 Total ¥ 287,784 _$ 2,160
Assets total 1,054,677 - -
Current liabilities ¥ 901,812 {2) At the ordinary shareholders’ meeting of the Company
Long-term liabilities . 145,031 held on June 25, 2002, acquisition of treasury stock,
Liabilities fota| 1,046,843 from the end of the ordinary shareholders' meeting of the
Company held on June 25, 2002 io the end of the next
17.0ther income [expenses): csher, net ordinary shareholders' meeting of the Company, was
C | authorized, as follows:

Other income (expenses): other net in the consolidated

_ , a. Kind of treasury sfock to be acquired : common stock
statements of income are comprised as follows:

b. Amount of tfreasury siock fo be acquired : up to

e ‘\ 500,000 shares
T i c. Acquisition cost of freasury stock to be ocquired Tupfo
Reversal of allowance
for doubtful receivables ¥ 111,707 ¥ 5244 § 3¢ ¥2,000,000 thousand [$15,009 thousand)
Loss from disposition
of system products (259.697)  {54,960) {412)
Loss on discontinued system
product development - (110,000) (826)
Gain or loss on sale of marketable
securities and investment
securities 55,199 (36,000) (270)
Gain from investments
in business partnership 444 387 14,561 109
Stock issue expense (805) {41,013) (308)
Write-down of investment securities  (226,880) {39,608) (297)
Loss from liquidation of a subsidiary ~ (75,422) - -
Valuation loss of golf club
memberships 18,774 - -
Gain from fluctuations of interest 32,586 423,466 3,178
Other, net (58,812) (24,350) (182)
Total ¥ 41,037 ¥ 137,339 $ 1,031
18.Related party transacticns o
[ ] = /,’ /;/ e ;
i —~ rd
Transactions with a statutory auditor, who is also the b , S
Company's lawyer, for the years ended March 37, ? g
2001 and 2002 are as follows: ” o e
Tt o T T : ) '19 )
[, O SN0 gt L AN A . _
Legal advisory fees ¥ 47,991 ¥ 17,498 \ =

Transactions with a director for the years ended March

371, 2001 and 2002 are as follows:

EE

- ¥ 27202 § 205

“K

Rent expense

MagoChips Corporation | a2
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Public Accountants

Board of Directors of

' To the Shareholders and the | |

- MegaChips Corporation: | \
|
|

We have audited the accompanying consolidated balance sheets of MegaChips Corporation
(a Japanese corporation) and subsidiaries as at March 31, 2001 and 2002, and the related
| consolidated statements of income, shareholders' equity and cash flows for the years then
ended, all expressed inlJapanese yen. Our audits were made in accordance with generally
accepted audifing standards in Japan and, accordingly, included such tests of the accounting

records and such other auditing procedures as we considered necessary in the circumstances.

|
In our opinion, the consolidated financial statements referred 1o above present fairly the ‘
L consolidated financial position of MegaChips Corporation and subsidiaries as at March 31, \
| 2001 and 2002, and the consolidated results of their operations and their cash flows for the “ ‘
years then ended in conformity with accounting principles generally accepted inJapan (Note 1) \

applied on a consistent basis during the periods, except as noted in the following paragraph.

; 1 As explained in Note 2, in the year ended March 31, 2001, MegaChips Corporation and ‘ ’

subsidiaries prospectively adopted new Japanese accounting standards for employees’ }

| retirement benefits and financial instruments and the revised Japanese accounting standards :
for foreign currency translation and in the year ended March 31, 2002, new Japanese

L accounting standards for financial instruments regarding valuation of availableforsale

securities with available fair market values.

Also, in our opinion, the U.S. dollar amounts in the accompanying consalidated financial

statements have been translated from Japanese yen on the basis set forth in Note 1.

QOsaka, Japan
June 25, 2002

Asahi & Co.
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Corporate Data

ViegeChips Corporation

OEstablished : April 4, 1990
OPaid-in Capital : ¥ 4,840 million
OShares of Comman Stock Qutstanding : 24,661,017
OSecurities Code Mumber : 6875
OBusiness Lines :
Design,Development and Sale of VLSI and
system products

{Hzad Cffice>

4-1-6 Miyahara, Yodogawa-ku,
Osaka 532-0003, Japan
TEL:+81-6-6399-2884
FAX:+81-6-6399-2886

{Office>

Tokyo Sales Office

17-6, Ichibancho, Chiyoda-ku,

Tokyo 102-0082, Japan

TEL:+81-3-3512-5083

FAX:+81-3-3262-3358

<Matsuyama Scftware)
Development Center

1454-1, Kishimachi,

Matsuyama 791-1102, Japan

TEL:+81-89-969-0331
FAX:+81-89-969-0332

nvestor Informat

Settlement Date : March 31

General Shareholders' Meeting : June
Shareholders' List Closing Date : March 31
Share Trading Unit : 100

[Group Companies]
MegaFusion Corporaticn
OBusiness Lines:
Sale, support and system integration of the
Company's system products

Richmedia authoring products and services
Richmedia system solution provider

{Head Qffice>

17-6 Ichibancho, Chiyoda-ku,
Tokyo 102-0082, Japan
TEL:+81-3-3512-5080
FAX:+81.3-3262-3598

{Osaka Office)

4-1-6 Miyahara, Yodogawa-ku,
Osaka 532-0003, Japan
TEL:+81-6-6398-5161
FAX:+81.6-6398-5169

Cigital Imege, Inc.
©Business Lines:
Sale of the Company's system products,
and support services
3031 Tisch Way, Suite 606,
San Jose, CA. 95128, USA
TEL:+1-408-241-9061
FAX:4+1.408-241-9062

amn

Transfer Agent : The Mitsubishi Trust and Banking Corporation

Number of Shareholders : 3,795

Shareholders Breakdown
by Number of Shares Held

73.10%
18.26%
5.85%
1.74%

Shareholders Breakdown by Type

100 or more but less than 500

1,000 or more but less than 5,000
500 or more but less than 1,000
10,000 or more but less than 50,000

38.71% (ndividual & others

{ 31.80% Japanese financial institutions

/\\ _ S 14.48% Japanese other companies O 1.28% 5,000 or more but iess than 10,000
W —_ 14 o mﬂ—/‘:r—— ©.71% 100,000 or more but less than 500,000
r "X /7 18.18% Foregn comparies N ~_/———0.53% 50000 o more b ess than 100,000
0.48% Japanese securities companies T.34% 500,000 or more
B C.CS5% 0 or more but less than 100

0.33% Treasuary stock
©.QC% Japan Security Depository Center

0.03%
C.03%

Treasury Stock
Japan Security Depository Center
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Directors and Audlitors

VRN

Masahiro Shindo Shigeki Matsuoka Yukihiro Ukai
Chairman President and Representative Director Managing Director
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Tetsuo Hikawa Hiroyuki Mizuno
Directar Director Director

Takashi Nakakado Daisuke Kosaka Nozomu Ohara Keiichi Kitano
Standing Statutory Auditar Standing Statutory Auditor Auditor Auditor
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